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Saving Time... 


This is the age of speed . . . we find it in travel... in new 
manufacturing processes ... in “paper work” . . . and in 
a multitude of ways to get things done faster . . . and 
better. In most cases saving time can be an advantage, 
but there are exceptions. One exception is the planning of 
an investment program. Here, too much speed might be 
harmful. To prepare an investment program suited to 


your needs requires careful planning. 


Because each person’s requirements are different, in- 
vestment becomes a personal matter, a matter which 
should only be dealt with carefully and, preferably with 


the help of experienced people. 


Providing investment advice is an important part of 
our business. If you would like us to help you design an 
investment program . . . or to select securities for your 
present program, we may be able to save time for you 


but, more important, we think we can help you do a 


better job. 
Experienced people in each of our offices will be happy 


to discuss your investment problems with you in person, 


or by mail, whichever is more convenient to you. 


A. E. Ames & Co. 


Limited 


Business Established 1889 


TORONTO MONTREAL NEW YORK LONDON, ENG. VANCOUVER 
VICTORIA WINNIPEG CALGARY LONDON HAMILTON OTTAWA 
KITCHENER ST. CATHARINES OWEN SOUND QUEBEC BOSTON, MASS. 
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For those who do not require the e ' We invite 
capacity of the larger GESTETNER ® you to write for 
models, this hand-operated © SPECIMENS OF 


Model 120 has no equal for low- © GESTETNER WORK 
= applicable to 


priced efficiency. Operating is + Seaeeiae 
quick, clean and easy, and above o 

all so economical that you owe it 

to yourself to find out how it can cut 

costs and increase profits — in YOUR business. 


GESTETNER (CANADA) LIMITED 


117 KING STREET WEST - TORONTO - CANADA 
With Branchesin all Principal Cities 
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PHONE OR WRITE FOR FREE COPY OF 
OUR 30-PAGE BOOK ON THE NEW 


Estate Tax Act 


PAIR aTITI FE 


sored 


DMPANY 


TORONTO MONTREAL 


WINNIPEG EDMONTON 


VANCOUVER 






QUICK PICTURE: 


You will find, in our Com- 
mercial Letter, a quick but ac- 
curate survey of current com- 
mercial activities in Canada, a 
concise review of foreign trade 
developments, the latest statistics 





THE CANADIAN BANK OF COMMERCE 
HEAD OFFICE e TORONTO 
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on trade, industry and finance, 
authoritative articles on special 
aspects of Canada’s economy. 
Your local manager will gladly 
place your name on our mail- 
ing list, or just write to: 


HAMILTON 


CALGARY 


B-757 
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S. H. LEVY (page 113) 


Year by year the majority of busi- 
nesses grow more complex and com- 
petitive, and the problem of meeting 
new financial requirements increases 
in intensity. Inevitably, the role of 
credit has become more important 
and plays a larger part in averting 
business economic distress. In Sid- 
ney H. Levy’s article “The Role of 
Factoring in Business”, the author 
deals with some of the benefits which 
factoring can offer as a method of 
financing and outlines how funds ad- 
vanced against accounts receivable 
can put sales opportunities within a 
company’s grasp. 

Mr. Levy draws his observations 
from a long association in this partic- 
ular field of business financing. He 
joined Canadian Factors Corporation 
Limited, Montreal, nearly 25 years 
ago and in 1937 was elected vice- 
president of the company. In 1957 
he became its president. We believe 
this article will be of interest and 
value to all accountants at a time 
when they are being called upon 
more frequently than ever before to 
guide and advise their clients on a 
great variety of problems. 


A. J. LITTLE, F.C.A. (page 107) 


“A company may have substantial 
sales volume, good reputation, and 
product acceptance by the market”, 
says Arthur J. Little, “and yet, for 
some reason, be unable to make a 
profit. Goodwill is surely present but 
in the circumstances is not apt to be 
valued highly by a prospective pur- 
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chaser.” Assessing this situation in 
his article “The Valuation of Good- 
will’, Mr. Little deals with a number 
of related questions concerning good- 
will which must often come up in the 
minds of thoughtful businessmen, 
such as: What is goodwill? Is it tan- 
gible? Has it a saleable value? He 
concludes with six general observa- 
tions in an attempt to explain a com- 
plex subject which covers a wide 
range of opinions and viewpoints. 


Mr. Little is a partner in the firm 
of Clarkson, Gordon & Company, 
Toronto, with whom he has been asso- 
ciated since 1935. He is a member 
of the executive, Board of Governors, 
Canadian Tax Foundation and the 
taxation committee of the Toronto 
Buard of Trade. Active in commun- 
ity, charitable and educational affairs 
for many years, he is a member of 
the boards of two Ontario colleges 
and the Business School Committee, 
University of Western Ontario. He 
also serves as vice-president of the 
Ontario Council, St. John Ambulance 
and is a member of the Board, Toron- 
to Unit, Canadian Cancer Society. 
He is a past president of the Toronto 
Board of Trade. 


T. J. DIGGORY (page 125) 


In “Control of Warehouse Costs”, 
Thomas J. Diggory advances the 
theory that in a wholesale or distrib- 
uting business the proper treatment of 
warehouse costs is of critical import- 
ance. Inadequate control can re- 
sult in considerable wastage and im- 
portant losses in profit can be suffer- 
ed. The author considers some of the 
typical expenses encountered in a 
warehousing operation, how they can 
be classified and the various methods 
whereby costs can be recovered in 
the selling prices of the products 
handled. 


Continued on page 94 














T. O. Peterson, President of 
Investors Syndicate, says: 


‘All Canadians can 
benefit from our 


financial management services” 


Here are a few of the many ways we can serve YOU through 


your Investors’ representative: 


1. Build a Guaranteed Cash Reserve 


Would you like to have an extra $10,000 
in ten years’ time? Then talk it over 
with your Investors’ representative now. 
More than 100,000 Canadians are using 
the INVESTORS SYNDICATE pian to 
build a cash reserve for the future. 


2. Profit from an Investment in 


Canada 


With a single investment in INVES- 
TORS MUTUAL, Canada’s largest 
mutual fund, you become part-owner of 
more than 100 “blue chip” securities, 
representing Canada’s major industries 
and enterprises. 


3. Benefit from Long-Term 
Capital Gain 


If you are primarily interested in long- 
term capital gain, get information on the 
new INVESTORS GROWTH FUND. 
This Fund concentrates on common 
stocks — and enables you to share in the 
growing wealth of Canada. 


4. Save Tax Dollars on Your 
Retirement 


Investors offers you three types of tax- 
deductible REGISTERED RETIRE- 
MENT PLANS: (1) fixed-interest; (2) 
equity; (3) combined fixed-interest and 
equity. 


5. Share in Low-Cost Group 
Pension Plans 


INVESTORS SYNDICATE and Invest- 
tors Trust Company offer complete facil- 
ties for installing and managing low-cost 
Trusteed Group Pension Plans— tailored 
to the exact investment needs of any 
company. 


See your Investors’ 
representative — 
“your best friend 
financially” 









Investors 
Syndicate 


or CANADA, .2 me ee 


HEAD OFFICE: WINNIPEG + OFFICES IN PRINCIPAL CITIES 
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WHY LET CREDIT 
LOSSES EAT UP 
HARD-WON PROFITS? 


The risk of bad debts . . . of credit 
losses . . . worries about slow pay- 
ments . . . difficult credit decisions— 
these are problems that many of your 
clients face every day. 

They are unprofitable problems, be- 
cause they consume valuable manage- 
ment time and energy; they are gen- 
uine worries, because even one credit 
loss today can seriously jeopardize a 
company s position. 

Canadian Factors’ service can free a 
manufacturer completely from such 
risks. At very low cost, we can give 
some of your clients 100% protec- 
tion against credit losses — full as- 
surance of expected profits — com- 
plete relief from credit decisions and 
collection worries. 


HERE'S HOW OUR SERVICE WORKS: 
* We buy the client's accounts re- 
ceivable outright — he receives 
cash as soon as the merchandise is 
shipped. 
We guarantee payment 100% 
—once we've bought his accounts, 
the credit risk becomes our worry. 
We free the client from making 
credit decisions — he's able to 
devote his full time to the profit- 
making aspects of his business. 
We relieve him of the expense 
and trouble of accounts-receivable 
bookkeeping, collection and credit 
departments. 
Perhaps these services could be of 
great help to some of your clients. 
If you'd like to discuss the advantages 
of factoring with them, and you 
want more information for your own 
use, write today for our free booklet: 
“Credit Protection and Receivables 


Financing”. 


CANADIAN 
FACTORS 
CORPORATION 
LIMITED 
423 Mayor Street, Montreal 


Vi 9-8681 
Established in 1931. 


Continued from page 92 


Mr. Diggory was associated for 
several years after World War II with 
a number of British firms and, on 
coming to Canada, joined the Minne- 
sota Mining and Manufacturing Com- 
pany of Canada Limited of London, 
Ontario. He subsequently obtained a 
diploma in Business Administration at 
the University of Western Ontario 
and in 1953 joined Kelvinator of Can- 
ada Limited as a systems and proced- 
ures analyst. A year and a half later 
he was appointed a consultant to the 
management controls department of 
Peat, Marwick, Mitchell & Company, 
Toronto and is currently a manager in 
the department. He is an associate 


member of the Chartered Institute of 
Secretaries, the Association of Certi- 
fied and Corporate Accountants, the 
Institute of Cost and Works Account- 
ants, and the British Institute of 
Management. 


D. D. W. IRWIN, C.A. (page 129) 
Readers interested in a thought 
provoking and frank discussion on 
Canadian labour-management rela- 
tions and how the partnership may be 
improved will want to turn to Doug- 
las W. Irwin’s “Profit Sharing: Key 
to Industrial Peace”. Mr. Irwin is 
concerned about the Soviet Union’s 
growing threat to world markets and 
the “possibility of a spate of Russian 
products untrammelled by considera- 
tions of price displacing our prod- 
ucts in the uncommitted markets of 
the world”. He is also concerned 
with the friction which prevails be- 
tween capital and labour with its tre- 
mendous costs to both. In proposing 
a method of dealing with these prob- 
lems, Mr. Irwin presents a strong case 
for profit sharing. In regard to world 
trade, he claims it can play a vital 
part in decreasing unit cost and in- 


creasing productivity. And he be- 
Continued on page 96 














Another example of low-cost Addressograph Automation 


The boss gets ‘paid’ on payday... 


saves on 67% of his payroll writing 


In business, making up the payroll is a 
time-consuming, exacting, and costly 
clerical operation. 


To help clients speed preparation, cut 
costs, save time and overtime in meeting 
payroll deadlines, find out about low- 
cost Addressograph Automation. With 
Addressograph methods, 67% to 100% 
of payroll writing is done automatically 
aes repetitive data is accurately 
transcribed on everything from time cards 
to payroll sheets, checks and income 
tax reports. 


Addressograph methods also provide 


cost-cutting, error-free repetitive writing 





Branches throughout Canada 


of words, figures, and statistical data in 
these areas; shipping, routing, manufac- 
turing, biting, mailing, accounts receive- 
abie, and many others. 


From small manual address printers to 
automatic equipment for the most com- 
plex record-keeping procedures, there's 
an Addressograph designed for every 
repetitive writing job. And Addressograph 
plates provide permanent, fireproof 
records that store in very small space. 
Find out today how Addressograph Auto- 
mation could be saving clients money 
now. Ask the man from A-M. Call or 
write your nearest A-M office. 











Continued from page 94 


lieves that, if properly understood and 
practised, it can be of definite help 
in improving labour-management re- 
lations, avoiding political pressure for 
business regulations, and keeping 
down the cost of social security mea- 
sures, 

A partner in Fred Page Higgins & 
Company, Toronto, since 1957, Mr. 
Irwin’s interests include studies of 
municipal problems, particularly those 
of annexation and amalgamation and 
financial aspects of labour-manage- 
ment relations. For the past six years 
he has been a special lecturer on 
financial management at the School 
of Business Administration, University 
of Toronto. He is a member of the 
Institute of Chartered Accountants of 
Ontario and the Council of Profit 
Sharing Industries and has been a 
frequent contributor to The Canadian 
Chartered Accountant. 


C. P. GLOVER and C. W. J. HARPER 
(page 120) 

Estate planning is a comparatively 
new function in Canadian business, 
stimulated in the last 30 years by in- 
creasing income and death taxes, but 
it is only since the end of World War 
II and particularly during the past 
seven or eight years that considerably 
more thought has been given to the 
way in which the corporate structure 
can be used. There are many char- 
acteristics of a corporation which 
make it a valuable instrument in the 
planning of estates, and in “The Cor- 
porate Structure in Estate Planning”, 
Charles P. Glover and William J. 
Harper show how the use of the cor- 
poration can be applied to freeze an 
estate, transfer ownership and/or 
establish it in the hands of future 
management. According to the 
authors this opens up an ever expand- 
ing field for accountants and lawyers 
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with imagination who are prepared to 
do some constructive thinking. 


Mr. Glover is assistant superintend- 
ent of agencies attached to the Estate 
Service Division of The Canada Life 
Assurance Company and a graduate 
of Osgoode Hall Law School. He 
served for two years in the Dominion 
Succession Duty office, Toronto, be- 
fore joining the company in 1943. 


Mr. Harper is a graduate in Com- 
merce and Finance of the University 
of Toronto and currently senior an- 
alyst of the Estate Division of Canada 
Life. He has had considerable ex- 
perience in this field since 1950 when 
he became associated with the com- 


pany. 


EDITORIAL (page 105) 

Of those sitting for their chartered 
accountancy examinations last Octo- 
ber, 586 successful students passed 
their finals and will be admitted in 
the coming months to membership in 
their respective Provincial Institutes. 
Total Canadian Institute membership 
will near the 8,600 mark of whom an 
estimated 52% are in public practice. 
The demands on chartered account- 
ants are increasing rapidly. The scope 
for their services is widening. More 
and more they are asked for advice 
and required to give judgment. In 
“Satisfaction of a Public Accounting 
Career”, John R. Church points out 
what a stimulating experience it is to 
be connected with a profession which 
is growing so rapidly and which must 
plan ahead to keep pace with new 
developments and new thinking in 
business management. His editorial 
shows how the professional public ac- 
countant is closely identified with 
and deeply conscious of these de- 
mands on his services. 


Mr. Church is a partner in the 


Montreal office of Price Waterhouse 
Continued on page 98 
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E. Burns Whale, Director, The Noxzema Chemical Company of Canada Limited 


Moore forms helped cut our invoicing time 60%” 


CONTROL HELPS NOXZEMA SHIP AND INVOICE ITS PRODUCTS THE SAME DAY AN ORDER COMES IN 


Faster shipments to Noxzema dealers became a 
| fact with the adoption of a new order-invoicing 
system. A key feature is the billing operation, 
‘which is now almost entirely automatic. This 
| has speeded procedures down the line, and 
assured freedom from error with a degree of 
' control never before realised. Now the manu- 
facturer can ship the product and also mail an 
invoice on the same day an order is received. 


| The heart of the system is automatic typing 
of information on invoices. from punched cards. 
A few new facts are added manually. An IBM 
Cardatype Accounting Machine runs off the in- 
voices. The invoice is a Moore Continuous Form 


Build control with 


with 9 parts. enough copies for every office need. 
It is the company’s control in print. 


This kind of Automated Data Processing can 
solve system problems for a large company or 
a small one. It does not have to be costly. For 
information on how this might benefit your 
business, write the Moore office nearest you. 


Moore Business Forms Ltp.*—856 St. James St. 
West, MontrEAL—7 Goddard Avenue, Toronto 15 
—711 Erin Street, Winnipec—296-12th Ave. East, 
VANCOUVER — Over 300 offices and factories through- 
out Canada, U.S., Mexico, Caribbean 


and Central America. 
*Dirixion of Moore Corporation, Limited 


MOORE BUSINESS FORMS 








5) REASONS WHY 
MORE FIRMS USE 


—- 
© 
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“Hot Spot” Carbonized 
° FORMS 


- No loose sheet carbon needed 
- No dry-out 

- No fading 

. Only wanted entries copied 


We use regular high grade 
wax carbon applied with heat 
° —any size or shape. 





ao, we Ne 


Thinking of a new or revised 

form? we can help you— call 

HI 4-6671 (Toronto) or write 
oO address below. 


° OFFICE SUPPLIES © PRINTING 
BUSINESS FURNITURE 


PRINTING DEPARTMENT 
33 Green Belt Dr., Don Mills, Toronto 


GRAND & JOY 
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& Company and a member of the 
Canadian Institute’s Committee on 
Accounting and Auditing Research. 
He has devoted much time to his 
chosen profession since being admit- 
ted to the Institute of Chartered Ac- 
countants of Ontario in 1930. He was 
elected a Fellow of the Institute in 
1950. He is also a member of the In- 
stitutes of Chartered Accountants of 
British Columbia and Quebec and 
served as president and member of 
Council respectively in both prov- 
inces. From 1948 to 1950 he was a 
member of the Executive Committee 
of the Canadian Institute and is a 
former governor of the Canadian Tax 
Foundation. During the early years 
of World War II he was on loan 
to the Foreign Exchange Control 
Board at Ottawa. 


EVERY ACCOUNTANT SHOULD READ THIS TRUE STORY 
FOR THE BENEFIT OF HIS CLIENTS 


The president of a small company manufacturing typewriters approached us 
for financing. He had a proposition where he was able to bring over typewriter 
parts from Europe, assemble them here and sell them to the —- department 


stores and chain houses. He had all the orders he could handle 


financing for— 


ut he needed 


1. The inventories that he wished to keep in stock, and 
2. the receivables which he created. 
He was unable to obtain adequate financing. Our officers heard his story. 
They know nothing about the typewriter business but recognized the potential 


in this new low-priced item. 


We worked out our financing scheme and within a year the small company 
increased their sales from $100,000.00 to nearly $1,000,000.00 per year. 

Not every customer of ours has grown so phenomenally. The point is 
that the officers of our company are alert to growth potential — and that 


their imaginative service encourages it. 


You get down to business “— 
u' 


whatever business you have, yo 
financing service here. 


| fin 


with us. We study your situation and 
an especially understanding, responsive 


As a chartered accountant, you owe it to your clients to show them the 
possibilities of non bank financing, the way in which receivables, and inventory 


financing can help them grow. 
For further particulars: 


Inter-Provincial Commercial Discount Corporation Limited 


164 Eglinton Ave, East 


Toronto, Ontario HU. 1-5285 





“We are currently using 

three National Accounting 

Machines, Classes 31, 32 and 

34. As yet, these machines 3 

are used at only 83% of their Ah 

capacity, but already we are $20 O00 
able to save upwards of , 

20,000 burden dollars per ss 

year, in the Finance Division, # 

for an annual return of : per year 
100% on original invested 

cost. 


“Operations for which we 
use these machines include 
accounts payable, accounts re- 
ceivable, cash disbursements, 
cash receipts, sales analysis, 
operating and manufacturing 
ledgers, payroll, wage analysis 
and perpetual inventory con- 


. , ationa 
“We find that operators for : 


these machines are easy to 
pce Se oe ee and ...says J. A. Wilson Lighting 
: & Display Limited, 
Yours truly, ae Toronto, Ontario. 


J, H. HARVEY, 
Comptroller & Treasurer. 


There’s a National machine 
built to save YOU time, 
trouble, and MONEY! See 
it in operation right in your 
office. Just call the nearest 
National Representative, list- 
ed in the yellow pages under 
ACCOUNTING MA- 
CHINES: NATIONAL. No 


obligation, of course. 


OLUTIL ALLL ATT MACHINES ADDING MACHINES CASH REGISTERS 


THE NATIONAL CASH REGISTER COMPANY OF CANADA LIMITED ¢ HEAD OFFICE : TORONTO— SALES OFFICES IN PRINCIPAL CITIES 
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NOTES AND COMMENTS 


E. J. Howson, F.C.A. 

E. Jay Howson, who was president 
of the Dominion Association of Chart- 
ered Accountants (as it then was) in 
1948-49, died on December 19 in his 
home city of Toronto. Mr. Howson 
was a partner of Thorne, Mulholland, 
Howson and McPherson and had a 
distinguished record of service to the 
profession. He was admitted to mem- 
bership in the Institute of Chartered 
Accountants of Ontario in 1911, was 
elected a Fellow of the Institute in 
1929, and became its president in 
1944-45. From 1942 to 1945 he serv- 
ed on the Dominion Association’s 


Legislation Committee and Board of 
Examiners-in-Chief, and in 1946-47 
was appointed chairman of the Board 
and of the Committee on Education 


and Examinations. The orientation 
test, designed to assist members of 
the profession in selecting suitable 
students-in-accounts, was recommend- 
ed as a result of the work of the Sub- 
Committee on Personnel Selection of 
which Mr. Howson was a member. 
As president of the Dominion Asso- 
ciation, Mr. Howson represented the 
profession at the first Pan-American 
Conference of Public Accountants 
held in Puerto Rico in 1949. 


Committee Meetings 

The Taxation Committee of the 
Canadian Institute, under the chair- 
manship of Harold E. Crate, met in 
Montreal on January 29 and 80 with 
the Taxation Section of the Canadian 
Bar Association to prepare the joint 
brief on amendments to the Income 


Tax Act which the combined bodies 
will submit to the Ministers of Fi- 
nance and National Revenue at a later 
date. 

On February 6, the C.I.C.A. Annual 
Conference Committee will meet in 
Montreal to discuss arrangements for 
the technical program of the 57th an- 
nual conference which will take place 
in Vancouver from September 13 to 
16. Chairman of the committee is J. 
R. M. Wilson, Toronto, and the co- 
chairman is Robertson D. Noble of 
Vancouver. 


Bequest to Institute 

A legacy in excess of $10,000 has 
been left to the Canadian Institute of 
Chartered Accountants from the es- 
tate of the late John F. Helliwell, one 
of the founders of the Institute. The 
income from this bequest will be used 
for prizes in the uniform examinations 
in a manner yet to be determined. 
Mr. Helliwell was the father of John 
L. Helliwell, the present president of 
the Canadian Institute. 


Committee Appointment 

W. F. Martin of Vancouver has 
been appointed chairman of the new 
Sub-Committee on Long-Range Edu- 
cational Planning of the Provincial 
Institutes’ Committee on Education 
and Examinations. 


Eighth International Congress 
Arthur B. Foye, a past president of 
the American Institute of Certified 
Public Accountants, has been appoint- 
ed chairman of the Eighth Interna- 
tional Congress of Accountants to be 


Continued on page 102 
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ATEVER YOU DO THERES ONE FOR YOU 


To meet any and all business needs, Burroughs offers the most complete 
line of adding machines anywhere. Whether you choose a ten key, a full 
keyboard, or a thrifty hand-operated model, Burroughs built-in accuracy 
and dependability are always present. 

Other Burroughs trademarks—speedy, quiet, simple operation, and 
shadow-touch ease of key depression are yours, too. Other bonuses: a 
self-repeating multiplication key, and—in the electric models—instant 
credit balances. All models available in a wide range of capacities, and 
electric models in your choice of four pleasing colors. 

For a free demonstration just phone our nearest branch or dealer. 
Burroughs Adding Machine of Canada, Limited. Factory at Windsor, 
Ontario. 

Burroughs—TM 


Burroughs adding machines 
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Continued from page 100 


held in New York City from Septem- 
ber 23 to 27, 1962. 


Taxpayer in the Courts 

The taxpayer won 38% of the taxa- 
tion cases heard in Canadian courts 
in 1958, reports CCH Canadian Limit- 
ed, national reporting authority on 
tax and business law. In appeals be- 
fore the Income Tax Appeal Board, 
the Exchequer Court, and the Su- 
preme Court of Canada, the taxpayer 
came out on top in 103 out of 271 de- 
cisions. The Minister won 168. 


Latest Publication 

“Small Retail Store Accounting”, a 
selection of articles that appeared in 
The Canadian Chartered Accountant 
during the past six months, has just 
been published as a brochure by the 
Canadian Institute. These articles deal 
with some of the problems of financial 
management and merchandising and 
provide useful “how-to-do-it” informa- 
tion for the retail merchant. Among 
the topics covered are merchandising 
planning and merchandising control, 
cash control, sales and credit prob- 
lems, planning the budget, and prob- 
lems of income tax. The brochure is 
available from the Institute at $1.25 


a copy. 
Members of the Institute will be 
familiar with the material in the book- 
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LOWEST RATES — 


HELP YOUR CLIENTS ---- 
INCREASE Their Working Capital 


@ By factoring their accounts receivable. 

@ Save collection and bookkeeping costs and avoid credit losses. 

@ The low cost way to convert their tied-up capital into working cash. 
FOR FULL DETAILS. PHONE OR WRITE 


Cactina tacters 


corpora Trt OW 


400 Onterio St. W., Montreal 2, Que 





let, but a great deal of satisfaction 
might be gained if they were to pur- 
chase copies for those of their clients 
in the retail field who are not so well 
informed. The brochure deserves a 
place on the shelf of any small retail 
storekeeper who is concerned with 
sound accounting practices and intent 
on seeing his business prosper. 


Publication Sales 

More than 2,000 copies of “Can- 
ada’s Investment Business”, a collec- 
tion of articles published in The Can- 
adian Chartered Accountant during 
1958, have been sold since the bro- 
chure was published last September. 


Among other Institute publications, 
“Financial Reporting in Canada” and 
“Integrated and Electronic Data Pro- 
cessing” have each sold more than 
1200 and 1100 copies, respectively, 
since their publication in the fall of 
1957, and sales of “Municipal Finance 
in Canada” have almost reached the 
1000 mark. “Accounting Termin- 
ology” is now in its second printing 
with sales exceeding 6000 copies. A 
complete list of C.I.C.A. publications 
and a convenient order form appear 
on pages 166 and 167 of this issue. 


In the News 

Wruu1aM Ratu, C.A. (B.C.), has 
been elected an alderman of the City 
of Vancouver. 
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What your family won't get... 


When you die your family won’t get your whole 
estate. There will be heavy last expenses; bills will 
have to be paid; there may be succession duties or 
estate taxes, and business taxes. But life insurance 
can pay these last expenses and taxes and help pre- 


serve your estate for your family. 


Is your present life insurance adequate ? 


Let the SUN LIFE Representative in your district 
help you to protect your family. 


SUN LIFE ASSURANCE COMPANY OF CANADA 


Fifth Summer School in Accountancy 


McGILL UNIVERSITY, MONTREAL 
July 6 through July 31, 1959. 


Students who have been preparing for their Intermediate or 
Final Professional Accountancy examinations outside the university 
are invited to complete their studies by attending the fifth Summer 
School in Accountancy. 

The school’s expressed aim is to give a short period of full 
time university education in accountancy to students resident on 
the campus. While the examination requirements of the profes- 
sional bodies are studied throughout, the school offers pre-emi- 
nently a broad education in Accounting and Auditing. The syllabus 
followed will be that officially announced for the Intermediate or 
Final Chartered Accountants’ examination, as the case may be. 

Classes will be held each day, for six hours, from Monday 
through Friday, the week-ends being left free. Professor Kenneth 
F. Byrd will direct the school, assisted in the lecturing by members 
of the School of Commerce and other experienced professors. 

Apply promptly to the Secretary, School of Commerce, Sum- 
mer School in Accountancy, McGill University, Montreal. 





Capital for Industry 


Providing capital funds for growing Canadian industries 
is an essential service performed by the corporate under- 
writer. Our underwriting department has been closely 
associated with the growth and expansion of the Can- 
adian economy over the past thirty years and has origin- 
ated and participated in numerous representative issues 
of corporate securities. 


Our services are always available without obligation 
to members of the accounting profession 


Gairdner & Company Limited 


320 Bay Street, Toronto 
EMpire 6-6833 


Montreal Kingston Quebec Calgary Vancouver 
Distributors Hamilton Kitchener London Edmonton Winnipeg 
New York 


Underwriters 
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CHARTERED TRUST 


offers you these six convenient services: 


1. SAVINGS ACCOUNTS 
— with interest at 344% paid twice yearly 
2. GUARANTEED INVESTMENT CERTIFICATES 
— at current rates of interest for 1 to 5 years, also Guaranteed 
Savings Certificates redeemable at any time 
. TRUSTEE UNDER REGISTERED PENSION PLAN 
— for companies, professional groups, individuals 
. EXECUTOR OF WILL 
— Details and estimate of cost without obligation 
. CUSTODIAN FOR STOCKS, BONDS, INVESTMENTS 
— All services necessary in management of financial affairs 
. REAL ESTATE MANAGEMENT 
— Agent for buying and selling properties, renting office space 


CHARTER, 
ANWAWO? 


Please write or phone for full information and free literature 
on these and the many other Chartered Trust services. 


--CHARTERED TRUST-- 


COMPANY 


Head Office 
34 King Street W., Toronto, Ontario 
2972 Bloor St. W. 20 St. Clair Ave. W. 1518 Bayview Ave. 
Toronto ‘to Toronto 





Toron 
388 St. James St, W. 
Montreal 
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SATISFACTION OF A PUBLIC ACCOUNTING CAREER 


Ir 1s saw that for most people the greatest single source of satisfac- 
tion lies in the sense of achievement. Consider the pleasure of the 
child when first it walks, the thrill of the adolescent who “makes” 
the school football or hockey team, the reactions of the college senior 
who graduates with honours, the student of accountancy when he 
becomes a chartered accountant. All of these are legendary de- 
lights of great moments, but they all stem from the same source: 
the sense of achievement. Perhaps achievement contributes so much 
to our well-being because it is distinctly personal and carries with it 
a gratifying sense of permanency. Wealth, health, the pursuit of 
happiness, and many other causes of satisfaction may be temporary. 
The sense of achievement is a lasting one. Once gained it is never 
entirely lost. 


Where does one find achievement? It is realized in any situa- 
tion where an objective is attained by one’s own endeavours, and 
most particularly where the objective is of benefit to others. Thus, 
for a career in achievement, one instinctively turns to the profes- 
sions: the church, medicine, law and, more recently, to science and 
public accounting. All professions are in essence services performed 
for the benefit of others; the word “profession” itself is defined in the 
Oxford dictionary as “a vocation in which a professed knowledge of 
some department of learning is used in its application to the affairs 
of others”. 


The professions inevitably move with the times and undoubtedly 
reflect all great social and economic forces. Accounting, as a pro- 
fession, is the outgrowth of the enormous scientific progress and in- 
dustrial developments of the past century. As the activities of busi- 
ness and government expand, so does accounting, always keeping 
pace with evolution and sometimes providing leadership to help 
integrate harmoniously the results of scientific advancement with 
the economics of business. Currently, accounting is becoming the 
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barometer of progress. Everyone is affected, although the wide im- 
pact of accounting and accounting principles is not always recog- 
nized. Accounting and the application of accounting principles and 
procedures play an important part in every aspect of our daily liv- 
ing. They affect the cost of all consumer goods and services, includ- 
ing light, fuel, communications, transportation, food, clothing, and 
household goods, and appliances of all kinds. They play a prominent 
part in the cost determination of all minerals, of all products of the 
forest and the sea, of all buildings, structures, industrial equipment, 
and other products of heavy industry. They concern the income of 
individuals, particularly self-employed persons, those with investment 
income, and those confronted with income tax and succession duty 
problems. 


Good accounting provides the means of measuring business ac- 
tivity and productivity. It furnishes the indices and statistics on 
which business management must base its judgment of what to do 
and what not to do. It establishes the cost of goods produced and 
the selling price of goods sold. It computes the profit or loss on 
operations, the amount of income subject to tax, and the amount of 
income and other taxes payable. It produces good financial report- 
ing, and good financial reporting supplies the information and creates 
the confidence necessary to attract new capital and thus creates more 
productivity and more business activity. Without good financial re- 
porting, based on sound accounting principles, our entire industrial 
economy might collapse. 


Professional public accountants, individually and collectively, have 
played a major part in the determination and application of sound 
accounting principles which have become generally accepted. In 
addition, they have collaborated actively with business in its con- 
tinuing efforts to improve the quality of financial reporting and, in 
their capacity as auditors, they have done much to ensure the relia- 
bility of such reporting. The profession has always been deeply 
conscious of its obligation to the public as well as to its clients. 
Through established custom or, where necessary, by legislation, it 
has been a leader in advocating the adoption of steps necessary to 
bring about good financial reporting which so vitally affects the 
economy and which concerns the livelihood of everyone. This is a 
fast-growing and far-reaching profession which must necessarily keep 
pace with new developments, new procedures, and new thinking. 
The scope is limitless, and continues to offer a path to achievement, 
which may be rough in places, but which will provide sufficient 
stimulating experiences to bring lasting satisfaction to all those will- 
ing to accept the challenge. 


— 








VALUATION OF GOODWILL 


RELATIVELY LITTLE has been published 
in Canadian magazines and period- 
icals on the subject of goodwill, but 
research reveals a surprising amount 
of material in publications of other 
countries. A few Canadian court tax 
cases deal with goodwill but these do 
not add much to earlier writing and, 
in fact, often quote earlier definitions 
and methods of valuation. Perhaps 
this is not surprising because the 
term “goodwill” has been used in 
commercial parlance for a great many 
years and with fairly consistent mean- 
ing. 

It is intended in this article to deal 
generally with goodwill of a com- 
mercial or financial business, although 
“professional goodwill”, a large sub- 
ject in itself, will be referred to 
briefly. 


What is Goodwill? 

This article is concerned with the 
meaning of goodwill in a commercial 
or business sense. The word is used 
in a number of other ways, as in “men 
of goodwill” or “a goodwill token”, 
and means, for example, “a kindly 
feeling towards a person” (Concise 
Oxford Dictionary). The Oxford dic- 
tionary gives a commercial meaning 
to the word in the form “privilege 
granted by a seller of business, of trad- 
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ing as recognized successor”. This 
seems to come close but is not quite 
the commonly accepted business 
meaning of the term, for there may 
be no goodwill, as we think of it, in 
the mere privilege of trading as a 
recognized successor. If trade does 
follow the successor, then goodwill 
presumably exists. Back in 1918, in 
the earliest reported legal decision on 
the subject (Crutwell v. Lye) Lord 
Eldon said: “The goodwill which has 
been the subject of sale is nothing 
more than the probability that the old 
customers will resort to the old 
places.” 


This oft-quoted definition seems to 
come closer to the mark than does 
the Oxford dictionary and compared 
with other definitions has the ad- 
vantage of great simplicity. 

In 1952 the Research Committee of 
the Society of Incorporated Account- 
ants (England) published a pamphlet 
entitled “The Valuation of Goodwill’, 
which incidentally is very interesting 
and most useful to anyone who faces 
the problem. That pamphlet contains 
the following definition, which is vir- 
tually the same thing propounded by 
Lord Eldon: “Goodwill consists of 
those elements in business relation- 
ships which make a continuance of 
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such relationships probable, notwith- 
standing a change in the ownership of 
the business.” 


Numerous authorities and many 
legal decisions give similar defini- 
tions, some of which are quite 
lengthy and complicated. All say 
about the same thing, and the two 
quoted above seem to cover the es- 
sential qualities and are simple and 
understandable. It will be noted that 
neither of these definitions refers to 
the value of goodwill or the likeli- 
hood of the goodwill producing earn- 
ings not otherwise obtainable. In 
our view, the goodwill element can 
exist without having a monetary or 
saleable value. The fact that custom 
returns to the old stand does not in 
itself result in additional profits and, 
in fact, may not produce profit at all. 
However, many competent authorities 
in defining goodwill link it closely 
with income-producing capacity. For 
example, H. E. Seed in his work 
“Goodwill as a Business Asset” says: 


“Goodwill is the advantage which 
arises from the good name, reputa- 
tion and connection of a business; 
alternatively, the benefit which ac- 
crues to the owner of a business 
from the likelihood that such busi- 
ness will earn, in the future, profits 
in excess of those required to pro- 
vide an economic rate of remunera- 
tion for the capital and labour em- 
ployed therein.” 


There are many authorities which 
define goodwill in much the same 
way as Seed, and many make use of 
the term “super profits” to describe 
the additional earnings produced by 
the goodwill factor. “Accounting 
Terminology”, published by the Can- 
adian Institute of Chartered Ac- 
countants, refers to both the nature 


and value of goodwill in the follow- 
ing terms: 


Goodwill. The intangible assets 
of any established business which 
has value in excess of the sum of all 
other net assets. Goodwill has had 
a variety of definitions, some re- 
lating to the nature of the asset, 
others to its value. As to its nature, 
it has been said to fall into the 
three classes of commercial, indus- 
trial, and financial goodwill, which 
are the consequences of favourable 
attitudes on the part of customers, 
employees, and creditors, respect- 
ively. As to its value, the most 
common explanations emphasize 
the present value of expected 
future earnings in excess of the 
return required to induce invest- 
ment. In practice, when a going 
concern changes hands, the good- 
will is frequently valued by some 
rule of thumb such as so many 
years purchase of average annual 
earnings. 

In Canadian practice it is probable 
that the term is used most frequently 
to describe the extra earning power 
that can be produced by a business 
over and above a reasonable return 
on the investment in tangible assets. 
Notwithstanding this common usage, 
it seems reasonable to think also of 
the elements which make up goodwill, 
as well as what saleable value it may 
have. It is easy to think of examples 
where the goodwill elements are pres- 
ent, but where there may be no earn- 
ing power. A company may have sub- 
stantial sales volume, good reputation 
and product acceptance by the mar- 
ket, and yet for some reason be un- 
able to make a profit. Surely good 
will is present, but in the circum- 
stances is not apt to be valued high- 
ly by a prospective purchaser. 
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VALUATION OF GOODWILL 


Going-Concern Value 

A company already set up and in 
motion may have some intangible 
value, even though it may not have 
demonstrated any earning power. 
There may be buyers for such a com- 
pany who wish to avoid the cost and 
time involved in setting up an organ- 
ization, obtaining and equipping 
space, engaging staff and so on. The 
buyer may not care whether or not old 
customers will return to the old stand; 
what he wants is a stand all set up 
and ready to go. Frequently, pur- 
chasers pay a price for this advantage, 
which might be described as a “going 
concern value”, but which, in our 
view, is not goodwill although it is 
often so described. 


Inseparable from the Business 


Goodwill should not be confused 
with the value attached to such things 
as copyrights, trademarks, patents, 
formulae, etc. These assets may have 
great value in themselves and are 
capable of being separated from the 
business and sold to others. This is 
ordinarily not true of goodwill. Good- 
will refers to intangible elements of 
the business; and its reputation with 
its customers, with the public as a 
whole, with its shareholders and em- 
ployees. These elements cannot be 
divorced from the business itself. 
Goodwill follows the business and 
may be sold with the business, but 
cannot be sold separately. 


Valuation of Goodwill 

There are some very useful articles 
dealing with goodwill valuation that 
will be of interest to anyone concern- 
ed with this problem. Reference has 
already been made to “The Valuation 
of Goodwill”, a pamphlet published in 
England by the Society of Incor- 
porated Accountants. An excellent 
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article entitled “Goodwill and Its 
Valuation” written by B. J. Sander- 
son appeared in the July 1950 issue 
of The Chartered Accountant in 
Australia. A. V. Adamson’s book 
“The Valuation of Company Shares 
and Businesses” is most useful and 
contains several chapters dealing with 
goodwill valuation. These are well 
worth study, and all refer to the vari- 
ous bases of valuation described by 
writers generally. 


In England and some European 
countries, the greatest emphasis seems 
to be placed on valuing goodwill by 
one or other of the “super profits” 
methods, and most popular seem to 
be those which adopt an annuity 
method of valuing the “super profits” 
for a number of future years. Some 
of the formulae for making these cal- 
culations appear complicated. For ex- 
ample, an article in The Accountant 
(England) of March 1, 1958, quotes 
the formula adopted by the Societe 
Fiduciarie de France, where — 

G — equals goodwill 
B — annual profit 
c — rate of interest 
cV — interest on value of net assets. 
n — the term over which goodwill is 
written off 
then, G = B—cV 1 
(1 n), 
c (1 + c) 
This particular article (by Kenneth 
S. Most, LL.B., A.C.A.) acknowledges 
that at best the valuation of goodwill 
is an approximation, but seems to 
favour the more precise formulae 
methods, It goes on to say 


“.. One discouraging feature is 
that, although accountancy writers 
and leading practitioners have long 
advocated the method of valuing 
goodwill known as ‘the capitaliza- 
tion of super-profits’ (a description 
for which we are indebted to the 
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late P. D. Leake), the cruder meth- 
ods, previously mentioned, hold 
sway in the business and legal 
communities. The criticism levelled 
at the super-profits method is that 
it suggests a spurious accuracy 
where none can ever be attained, 
and uses a mathematical formula 
where a rule of thumb would be of 
equal utility. This criticism cannot 
be entertained; any method of valu- 
ation can be expressed in terms 
of an algebraic formula, and the 
most satisfactory formula is the 
one which follows the best logical 
argument...” 


On the other hand, Sanderson, in 
describing the annuity methods in his 
1950 article in The Chartered Ac- 
countant in Australia, says: 

“It seems extraordinary that what 
are at best estimates should be 
subjected to involved mathematical 
calculations and the answers de- 
scribed — not as a lemon — but as 
the value of goodwill”. 


There is no doubt that in Canada it 
is most usual to adopt one of the 
so-called “cruder” methods, and to 
value the total enterprise on an earn- 
ings basis and then deduct the real 
value of tangible assets. 

The pamphlet of the Incorporated 
Accountants on this subject lists six 
methods for the valuation of goodwill 
as follows: 

1. Number of years purchase of 
future “super profits”. 

2. Sliding scale valuation of super 

profits. 

Annuity valuation of super profits. 

4, Capitalization of future maintain- 
able profits. 

5. Mean between tangible assets 
value and capitalized value of 
yield. 
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6. Number of years purchase of past 
net profits. 

These six methods quite naturally 
produce different results. The pam- 
phlet gives an illustrative example for 
a medium-size company and the six 
different results vary from a low of 
£10,000 to a high of £34,000. This is 
a very wide swing and obviously if 
one or two of the results are reason- 
able, the others must be considered 
unreasonable. 

About method number 4, the cap- 
italization of future profits, the pam- 
phlet says: “This method is different 
from those already noted, and it can- 
not be said to be widely used.” Odd- 
ly enough, however, this is exactly the 
method which seems to be most wide- 
ly used in Canada. The description 
given of the method in the pamphlet 
also corresponds closely to the follow- 
ing which is submitted as a summary 
of the procedures ordinarily adopted 
here: 


Step 1. Examine the earnings re- 
cord. This should cover a suitable 
period to get a proper representation. 
Five years is considered a reasonable 
period, but a longer period is often 
appropriate. The trend of earnings is 
important. 

Step 2. Adjust past earnings to ar- 
rive at future maintainable profits. 
This is for the purpose of eliminating 
extraordinary or non-recurring items, 
adjusting for changes or additions to 
the business affecting part of the peri- 
od only, proposed changes in pro- 
prietor’s remuneration or expense al- 
lowances, etc. 

These adjustments should not en- 
compass improvement in earnings that 
may be expected to follow from new 
lines added by the new owner, or 
economies that may flow from merg- 
ing with another business. The previ- 

















VALUATION OF GOODWILL 


ous owner is not entitled to com- 
pensation for the profits flowing from 
changes of this nature. 

Step 3. Determine the appropriate 
rate of return that should be realized 
on an investment in the particular 
type of business being purchased. 
This requires a study of published 
information available for comparable 
businesses. This determination must 
give full weight to special factors, 
unusual risks, the size of the business, 
etc. 

Step 4. Total value is obtained by 
capitalizing the earnings as adjusted 
in step 2 by the rate of interest ar- 
rived at in step 3. 


Step 5. Tangible assets and intang- 
ible assets other than goodwill (i.e. 
patents, trademarks, etc.) must be 
valued. This should be on a going- 
concern basis, and not a break-up 
value. Note that any assets which are 
not required in the business, or which 
do not produce income should be 
valued separately. 


Step 6. Goodwill value is the dif- 
ference between the value of assets 
used in the business (step 5) and the 
capitalized earning value (step 4). 
If there are extra assets not required, 
as noted in step 5, these can be left 
out of the purchase, or added, at real- 
istic values, to the purchase price. 

While the foregoing is submitted as 
a summary of the usual Canadian 
method of valuing goodwill, it is real- 
ly an outline of the basis of valuing 
a business, from which the value to 
be attached to goodwill can be de- 
duced. The problem of valuing a 
business is a complex one, and not 
nearly so simple as the above outline 
might suggest. There is much help- 
ful material available on the subject 
of valuing a business and it cannot 


really be separated from the problem 
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of valuing goodwill. It is, however, 
very much a matter of opinion, but 
one based on all available information. 
The problem of valuation was well 
summed up by Mr. Justice Douglas 
of the United States Supreme Court 
(as quoted in a recent brochure on the 
subject published by Messrs. Ford, 
Bacon & Davis) when he said: 
“Since its application requires a 
prediction as to what will occur in 
the future, an estimate, as dis- 
tinguished from mathematical cer- 
titude, is all that can be made. But 
that estimate must be based on an 
informed judgment which em- 
braces all facts relevant to future 
earning capacity and hence to pres- 
ent worth, including, of course, the 
nature and condition of the proper- 
ties, the past earning record, and 
all circumstances which indicate 
whether or not that record is a 
reliable criterion of future per- 
formance”. 


Book Value not a Factor 

Very often goodwill is taken to be 
the difference between the total 
amount a purchaser agrees to pay for 
a business and the book value of the 
tangible assets to be acquired. This is 
a mistake, but one commonly made. 
Historic asset values probably bear 
little relationship to current values in 
most cases, and a vendor would not 
ordinarily dream of selling at such 
values. It is essential to arrive at a 
realistic value of the tangibles, by 
formal appraisal if necessary, before 
the amount attributable to goodwill, 
if any, can be determined. 

It is clear also that two businesses 
with similar earning capacity may 
have quite different dollar values 
placed upon their respective goodwill 
assets simply because the value of the 
tangible assets employed may be quite 
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different. And this is true even though 1. Goodwill of a business is intang- 


the actual goodwill characteristics or 
elements are very similar. 


Goodwill of a Professional Practice 


Most practising accountants will 
have occasion to consider the valua- 
tion of their own particular practice, 
or that of some client or colleague in 
some other profession (legal, engi- 
neering, etc.) or in a strictly personal 
service type of enterprise. The basic 
elements of goodwill for such busi- 
nesses are somewhat similar to those 
in a commercial enterprise, but the 
methods of valuation are quite differ- 
ent. It must be remembered that pro- 
fessional goodwill is closely bound 
up to the individual and is ordinarily 
inseparable from him. Consider for 
example a concert pianist who de- 
velops a great reputation and great 
earning power. One can scarcely say 
that there is no goodwill attached to 
this professional income _ earning 
career, and yet it certainly can never 
be sold or transferred to someone 
else. 

On the other hand, professional 
accountants practising in partnership 
can generate goodwill within an or- 
ganization which can certainly be sold 
for money to other practitioners, and 
particularly if the vendors agree to re- 
frain from competition. However, a 
special approach must be made to 
valuing professional goodwill, and it 
cannot be adequately dealt with in an 
article of this length. 


Conclusion 

If the foregoing general observa- 
tions about goodwill and its valuation 
are reasonable, the following con- 
clusions can be drawn: 


2. 


ible, and refers to elements and 
characteristics of the going con- 
cern such as its general reputation 
with its customers, the public, 
labour, and shareholders, and the 
acceptability of its products and 
the likelihood that customers will 
continue to buy them. It can exist, 
however, without having any sig- 
nificant monetary value. 

Goodwill should not be confused 
with “going-concern” value, or the 
price that a buyer is willing to pay 
for a commercial enterprise al- 
ready in motion (over and above 
real value of tangible assets) 
simply to acquire a ready made or- 
ganization, even though it may not 
have demonstrated any normal 
earning power and the buyer may 
not care about retaining former 
customers. 

Goodwill (except in most unusual 
circumstances ) cannot be divorced 
from the business enterprise itself; 
therefore, it is saleable only in con- 
junction with that enterprise. 

The commercial or saleable value 
of goodwill, therefore, depends up- 
on the earning power of a busi- 
ness and its total value as a con- 
tinuing enterprise. 

The saleable value of goodwill is 
the difference between the total 
value of the business as a going 
concern and the value of all other 
assets employed in the business. 
Goodwill is not, though it is often 
taken to be, the difference between 
total sale price of a business and 
the book value of the assets sold. 
The valuation of goodwill is a 
matter of opinion and is, at best, 
an estimate. 
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The Role of Factoring in Business 


SIDNEY H. LEVY 


Facrorinc is more than financing. It 
is a business service that eliminates 
bad debts and relieves management 
of the responsibility for credits, col- 
lections and accounts receivable book- 
keeping. 

Today the chartered accountant is 
called upon to guide and advise his 
clients in a multitude of problems. 
Consequently he should know some- 
thing about this method of dealing 
with accounts receivable; he may 
suddenly find to his surprise and to 
his client’s satisfaction that factoring 
is a very simple way to solve a variety 
of problems, usually without any ex- 
tra expenditure. 

Factoring services are widely used 
in many industries, particularly tex- 
tiles, and are just about as widely 
misunderstood. Frequently factoring 
is deliberately avoided because it is 
mistakenly believed to be too costly 
or an indication of financial weakness. 
This misconception of its role in busi- 
ness exists notwithstanding that in 
1957 in the United States alone fac- 
tored sales exceeded $4% billion. 


Factoring can best be defined as 
the outright purchase of a company’s 
accounts receivable without recourse 
against the seller for credit losses or 
slow payments. The factor takes the 
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full risk. The client company may 
convert all its sales into cash before 
maturity, in fact just as soon as the 
goods are shipped. This can often 
accelerate a company’s growth and is 
useful where the “bank credit line” is 
insufficient to allow an aggressive 
well-managed firm to avail itself of its 
full sales potential. Factoring pro- 
vides the funds which put sales op- 
portunities within grasp and thus in- 
creases profits. 


History of Factoring 

The factor had his origin in the 
United States more than a century 
ago. In the early days, he was what 
we now call a “commission merch- 
ant”. He actually sold merchandise 
and assisted in merchandising and 
styling. Gradually, the manufacturer 
found he could get good advice from 
the factor on the granting of credit 
to customers and was soon ready to 
turn this responsibility over to him. 
Sooner or later bad debts were in- 
curred, and the manufacturer was 
then glad to pay the factor an extra 
fee for absorbing losses resulting from 
credit extended on the latter’s recom- 
mendation. The next short step was 
for the merchant to request and re- 
ceive a cash advance against a credit 
guaranteed shipment. These advances 
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were secured by a transfer of the out- 
standing accounts receivable. 


This process was particularly at- 
tractive to manufacturers who were 
far distant from their customers, and 
its development in the export trade 
was very rapid. As the factoring in- 
dustry grew, factors discovered that 
selling and merchandising on the one 
hand, and credit checking and col- 
lecting on the other, were two dis- 
tinct operations which were in effect 
incompatible and best handled sep- 
arately. Gradually they began to 
give up selling and merchandising 
and to devote their whole energies 
to perfecting the functions of check- 
ing credits and financing sales with- 
out recourse. By the early years of 
the twentieth century, the evolution 
was complete. 

The term “old line factor” is used 
frequently to describe factoring com- 
panies offering these comprehensive 
services in contra-distinction to those 
engaged merely in recourse sales fi- 
nancing, that is financing receivables 
without accepting the credit risk. 


A Benefit to the Medium-Sized 


Factoring offers the greatest ad- 
vantages to industries made up of a 
large number of medium-sized manu- 
facturers. Very often these com- 
panies need customer credit protec- 
tion which the factor can give by 
guaranteeing full payment of their 
accounts receivable. Frequently they 
can make profitable use of the addi- 
tional working capital to develop 
more rapidly. 

Specifically, companies in one or 
more of the following categories will 
benefit from the factor’s services: 

1. Companies desiring to protect that 
portion of their capital represented 
by accounts receivable. 


2. Companies losing sales or suffer- 
ing excessive credit losses because 
of inadequate credit and collec- 
tion facilities. 

3. Companies whose sales expansion 
is limited by lack of cash rather 
than by lack of customers. 

Today in the United States and 
Canada, the textile and allied indus- 
tries lead in the use of factoring ser- 
vices. Factoring is also used by 
manufacturers and wholesalers of 
floor coverings, paints and varnishes, 
glass, soap, china, cutlery, leather, 
toys, drugs, household furniture and 
appliances, and lumber and lumber 
products. 

Factoring offers a “package” which 
will check credits, guarantee credit 
risks, handle receivables, bookkeep- 
ing and collections, and advance 
cash against shipments. 


Credit Checking 

Many companies, especially of me- 
dium or small stature, are unable to 
maintain adequate credit departments 
simply because the fixed overhead 
costs of staffing and supervising them 
are too high in relation to sales. How- 
ever, since the factor is really the 
composite credit and collection de- 
partment of all his clients, he can 
spend more money on credit informa- 
tion, collection procedures and train- 
ed personnel. Through factoring, the 
client company immediately acquires 
these specialized services and can re- 
gard them an an integral part of its 
own organization. It will not, how- 
ever, be burdened with the heavy 
costs of maintaining them. 

The factor’s life blood is the pur- 
chase of accounts receivable, and he 
is attuned to accepting credit risks as 
an occupational hazard. He will not 
profit long by taking only “gilt-edged” 
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accounts because his own growth de- 
pends upon the growth of his clients. 
Moreover, he is a specialist in credits 
and is spreading his risks over a far 
greater sales volume and among di- 
versified industries. Thus, through 
factoring, the client can accept addi- 
tional business from customers about 
whom it formerly could not obtain 
adequate up-to-date information on 
which to base a proper credit line. It 
can also increase its sales to custom- 
ers whom it formerly rejected because 
of the risky size rather than the risky 
nature of the orders. 


100% Credit Guarantee 

Once the client ships with the fac- 
tor’s credit approval, the factor guar- 
antees the whole credit risk. Further- 
more, he pays the client in full on the 
due date, according to the client’s 
own selling terms, even if the cus- 
tomer cannot pay. (A few days are 
added to the terms of sale to take 
care of normal slow payments, mail- 
ing and collection time. ) 


Collection Service 

Once the client has sold its receiv- 
ables to the factor, the latter, as own- 
er of the accounts, attends to all the 
bookkeeping and collection details. 
He posts ledgers, draws drafts, sends 
statements, follows up collections and 
absorbs all the expenses associated 
with these procedures. The cliert’s 
work and worries are ended. 


Merchandise Disputes 

While the factor’s credit guarantee 
covers the accounts receivable, it does 
not cover disputes between client and 
customer as regards merchandise or 
repudiation of merchandise contracts 
by customers. A factor, when pur- 
chasing an account receivable, as- 
sumes he has acquired a valid obliga- 
tion on the part of the client’s cus- 


tomer to pay for merchandise with- 
out dispute. If such an obligation 
does not exist, the factor has not re- 
ceived a valid debt and is entitled to 
rescind the transaction. 

However, if the customer fails to 
pay because of financial inability, the 
factor has no cause for complaint. 
The financial inability to pay does not 
destroy the validity of the obligation 
but merely affects its value. The 
factor must bear the consequences. 


Maturity Payment Guarantee 

The services so far discussed may 
be called “maturity payment guaran- 
tee” because the factor guarantees 
payment in full at the maturity date 
of the invoice. While it is true that 
many clients make use only of this 
portion of the factor’s services, there 
are important additional facilities 
available, and these deal with “ac- 
counts receivable discounting”. 


Cash for Shipments 

The keynote of “accounts receiv- 
able discounting” is cash upon ship- 
ment. An important feature of fac- 
toring is that advances are available 
against accounts receivable immedi- 
ately upon shipment of merchandise. 
While some clients have no need for 
this service, others owe their growth 
to the additional working capital thus 
provided. 

Discounting sales through the fac- 
tor is not borrowing. Since the fac- 
tor has actually purchased and guar- 
anteed the account in the first place 
and there is no recourse against the 
client in the event of non-payment by 
the client’s customers, the factor’s ad- 
vances are self-liquidating. He looks 
to the customer, not to the client, for 
repayment. Consequently the ad- 
vances are not loans, and they con- 





116 THE CANADIAN CHARTERED ACCOUNTANT, FEBRUARY, 1959 


EFFECT OF FACTORING ON A BALANCE SHEET 
BEFORE FACTORING 


Accounts receivable ........... $150,000 
EE ond se ares caw cos 210,000 
ee $360,000 


Ratio of current assets to current liabilities 3 : 2 


AFTER FACTORING 


Balance on deposit with factors .. $ 30,000 
EROUEMANG. 505 hoes suka sees 210,000 
| a re $240,000 


ND res Ore fo ee ocho $ 75,000 
Accounts payable ....... 165,000 
Current liabilities ....... $240,000 
Accounts payable ...... ... $120,000 
Current liabilities ...... $120,000 





Ratio of current assets to current liabilities 2 : 1 


stitute a continuing addition to the 
client’s working capital. 

In other methods of financing, a 
maximum limit is usually set beyond 
which accounts receivable will not be 
discounted because the recourse 
against the borrower is related not so 
much to the receivables themselves as 
to the borrower’s capital. The dis- 
tinguishing feature of factoring is 
that the factor does not limit the total 
advances to the client. The client 
can make full use of its accounts re- 
ceivable even at seasonal peaks and 
convert them into cash as required. 
This process eliminates the danger of 
a company encumbering itself with 
excessive accounts receivable and 
choking on its own expansion. It is 
a most important feature of factoring 
because one of the greatest sources 
of commercial credit available to the 
manufacturer or distributor is its own 
accounts receivable. 


The “accounts receivable discount- 
ing” arrangement is actually a revolv- 
ing credit, limited only by the client’s 
ability to manufacture, sell and ship, 
thereby generating accounts receiv- 


able. 


A simple example (see above) may 
show the effect of this phase of fac- 
toring on a balance sheet. 


At the inception of this factoring 
arrangement, the client sells its ac- 
counts receivable to the factor and 
immediately receives 80% of their face 
value, in this case $120,000. The re- 
maining 20% of the receivables is a 
reserve for price adjustments, return- 
ed goods and merchandise disputes, 
which becomes payable at maturity of 
the accounts. With this money the 
client has paid off its bank loan and 
has also reduced its liabilities to the 
creditors by $45,000. The reduction 
on both sides of the balance sheet 
has improved the ratio of current as- 
sets to current liabilities fom 3 : 2 to 
2:5. 

As receivables mature, the client 
will be paid the 20% reserve with- 
held. As new sales are made creating 
new receivables, the client will get 
the face value of these receivables in 
cash, less a reserve. This will enable 
the client to earn more discounts on 
its purchases and expand its business. 


This client has received $120,000 
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and will receive more if its business 
grows and receivables increase, but 
it has not given up any share of its 
profits, nor has its management con- 
trol been affected. In accomplishing 
all this, it has not even incurred a 
debt! 


Seasonal Problems 

Some firms have seasonal prob- 
lems to the extent that they must ac- 
cumulate inventory in advance of the 
shipping season. Others find it pro- 
fitable to ship their merchandise ear- 
ly and extend to the buyer “extra 
dating” in the form of longer terms. 
Factoring solves both these problems 
by providing “inventory loans” which 
will be liquidated automatically when 
the merchandise is shipped and con- 
verted into an account receivable, and 
by converting the long-term account 
receivable into cash at time of ship- 
ment. 


Factoring and Banking 

While the financing provided 
through factoring frequently enables 
the client to dispense with bank loans, 
it should not be assumed that the 
client must sever its relations with its 
bankers. There are numerous occa- 
sions when banks continue their fi- 
nancing unaltered and uninterrupted 
by the factoring agreement. 

Sometimes bank loans are made up- 
on the satisfactory credit standing of 
the client. Sometimes they are for 
specific purposes, such as raw ma- 
terial inventory financing, and may be 
secured under section 88 of the Bank 
Act. Sometimes the loans are secur- 
ed by the factor’s credit guarantee on 
the client’s accounts receivable out- 
standing. (The moneys payable by 
the factor to the client can in certain 
circumstances be assigned to the bank 
for the latter’s protection.) It is not 
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uncommon to find banks and factors 
working together to supply the client 
with its legitimate requirements jus- 
tified by competent management and 
good profit potential. 


Effect on Customers and Suppliers 

How does all this affect the cus- 
tomer? Actually it has no effect, al- 
though the man who has never used 
factoring services, or the accountant 
who is not acquainted with them, 
may fear all sorts of terrible conse- 
quences. Despite its widespread use 
and growth, an understanding of fac- 
toring is still limited largely to those 
who participate directly in its opera- 
tion as client, customer or accountant. 
The degree of misconception is about 
in inverse ratio to the amount of per- 
sonal experience and contact. Actu- 
ally, clients need not worry about a 
customer’s adverse reaction. Experi- 
ence shows that the customer will al- 
ways buy if the quality, terms, price 
and delivery are right. Factoring 
makes no difference to him. 

What about suppliers? Here again, 
once the function is understood, the 
client’s suppliers should feel secure in 
the knowledge that its working 
capital cannot become impaired 
through bad debts or slow customer's 
payments. The very act of factoring 
enhances these assets of the client. 
When the client augments this by 
using the factor’s accounts receivable 
discounting plan, it immediately puts 
itself in a better cash position, can 
pay his bills more promptly and avail 
himself of cash discounts. How 
could suppliers resent this? 


Factoring Costs 

The factor customarily charges the 
client in two parts, each related to a 
different function: 

The first part is the “factoring com- 
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mission” on the net amount of re- 

ceivables purchased. This fee covers: 

1. Investigating and approving the 
credit risks. 

2. Administering and collecting the 
accounts receivable. 

3. Assuming the full credit risk on 
the accounts purchased. 

4. Guaranteeing the client payment 
of invoices in full at maturity. 

The rate of commission will be de- 
termined by taking into consideration 
the following variables: 

1. Volume of sales factored. 

2. Number and average dollar value 
of invoices. 

3. Degree of credit risk involved. 

4. Selling terms to customers. 

The factoring rates may range from 
a low 14% for clients offering the most 
favourable combination of these vari- 
ables, up to possibly 2%% for clients 
whose sales embrace the least favour- 
able combination. 

The second part of the charge is a 
per annum rate of interest charged 
when the receivables are discounted. 
The factor has purchased the receiv- 
ables as one buys any tangible asset 
and will pay the client when its in- 
voices mature. However, if the client 
desires funds prior to this maturity 
date and the factor in effect prepays 
or supplies cash before maturity, in- 
terest is charged from the date of the 
advance to the date of maturity. 
Where a customer cannot pay its ac- 
count at maturity, the factor does not 
charge the client any additional inter- 
est. The burden of carrying overdue 
accounts is that of the factor. 

While the purchase of each indi- 
vidual receivable is in a sense a sep- 
arate transaction, it actually forms 
part of a larger arrangement or rela- 
tionship between the client and the 
factor. This involves the purchase of 


a great many receivables over a 
period of time and cannot be evalu- 
ated from a credit point of view 
without taking into account the con- 
tinuing flow of all the receivables 
purchased. For this reason, the fac- 
toring contract generally runs for at 
least one year and stipulates that all 
the client’s sales are to be factored. 
This procedure gives the factor a di- 
versification of risks and permits him 
to pass on to the client the most eco- 
nomical rates. 


Drop Shipment Factoring Plan 

Sometimes an aggressive salesman 
can earn more selling in his own 
name than he can as a commission 
agent. Too often, however, he can- 
not obtain the necessary credit from 
the manufacturer. In such cases the 
factor will act as stake-holder and pay 
the manufacturer against his bill of 
lading. The balance of the sale price 
less factoring commission goes to the 
salesman. Thus, the manufacturer 
and salesman enjoy the profits of a 
sale which otherwise would not have 
been consummated. 


Accountant’s Role 

No responsible factor will accept 
business unless he knows something 
about the financial condition of his 
prospective client. For this purpose, 
great store is put upon the financial 
statements as reported upon by the 
prospect’s auditor. Unless these state- 
ments reflect a satisfactory financial 
condition, the account will not be ac- 
cepted by the factor. Once the ac- 
count is accepted and the factoring 
arrangement proceeds, the client will 
submit regular annual financial state- 
ments and the auditor’s report there- 
on. In some cases, depending upon 
the nature of the business, these state- 
ments may be submitted semi-an- 
nually. 
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Savings to the client resulting from 
the elimination of credit and collec- 
tion departments have been outlined 
above, but how about savings in di- 
rect accounting costs? Factoring 
eliminates maintenance of ledger ac- 
counts for each customer, posting of 
sales and cash receipts, periodic trial 
balances and balancing to control ac- 
counts. Ordinarily, the client need 
only prepare adding machine tapes of 
his invoices daily, weekly or month- 
ly, depending upon volume, and post 
the totals to debit of the factor and 
credit of sales. It should not be dif- 
ficult for the auditor to figure the re- 
sultant savings to his client in dollars 
and cents. 

In contra-distinction to the accept- 
ance companies, the services of the 
“old line factors” are not available to 
firms who sell predominantly on the 
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instalment or deferred payment plan, 
or to businesses that are of a long- 
term nature or composed principally 
of consumer credit sales. 

In assessing the value of the ser- 
vices rendered by a factor, it must 
be remembered that factoring pro- 
vides a number of functions and the 
factor assumes the burden of a variety 
of expenses. For example, some of 
the larger factors offer services of an 
advisory nature such as marketing re- 
search and business advice, for which 
they make no extra charge. These 
services present intangible advant- 
ages which can be extremely useful 
especially to the medium-sized and 
small client. The growth of factoring 
is obviously due to the demand for 
some combination of the comprehen- 
sive services, not simply due to the 
need for money. 


Education: Yesterday and Today 


Education was once a simple process. You placed together a pupil, a 
desk, a cane and a teacher, and lo — there it was, education! The room 
smelt of ink and chalk, and a great gulf lay between the towering man at 
the blackboard and the cowering child beneath him. 

Times have changed now, of course. There is still some fear and ignor- 
ance in our schools, and they still smell of ink and chalk. There is still a 
gap, too, between pupil and tutor. But the gap has greatly narrowed, and 
the fear and ignorance has diminished. Many classrooms these days are 
painted brightly, and smell of flowers; many teachers are more enlightened. 
Modern psychology is on the march, bent on driving out the last of the old 
demons. 

This change, however, is not without drawbacks — or so many profes- 
sional men think. They are glad to see the worst features of the old system 
vanish. But they are afraid that in loosening the old system from its 
straight-jacket we have dislodged it from the solid basis on which it rested— 
those three R’s, reading, writing and arithmetic. 

— The Chartered Accountant in Australia, June 20, 1958. 
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A CORPORATION is an entity separate 
and apart from its stockholders. In 
the case of a proprietorship and a 
partnership, death legally puts an end 
to the business as a going concern. 
However, a corporation lives on, and 
this quality makes it an attractive 
estate planning tool. 

There are many characteristics of a 
corporation which make it a valuable 
instrument in estate planning. Among 
the most important of these is the di- 
vision of ownership and control which 
is possible. In recent years this has 
been developed to a very high de- 
gree with the result that through the 
use of multiple classes of stock and 
through inter-company exchanges of 
stock many useful business and estate 
planning purposes may be served. 


An Illustration 

Possibly the best way to illustrate 
this is to examine an actual situation 
where a close corporation is the 
dominant estate asset. The situation 
is one in which the estate owner, in 
his early fifties, is the sole owner of 
a close corporation engaged very pro- 
fitably in manufacturing consumer 
goods. The present value of this 
business is about $400,000, consisting 
of one class of stock. The total value 


of the estate is about $500,000. The 

estate owner's wife is in her early 

fifties, and his two sons, both of 
whom are employed by the business, 
are in their late twenties. 

The problems in this estate are: 

1. Lack of liquidity on the death of 
the estate owner. 

2. Ownership and control of the com- 
pany not only on the death of the 
estate owner but also during his 
lifetime. 

3. The necessity to curtail the growth 
of the estate in order that the 
liquidity problem will not be ag- 
gravated further. 

The first two problems can be solv- 
ed by the sons entering into a buy- 
and-sell agreement with their fa- 
ther, funded by life insurance. On 
their father’s death the sons would 
be obligated to purchase his shares 
of stock of the corporation and the 
life insurance proceeds would provide 
a substantial down payment. How- 
ever, this solution leaves the third 
problem unsolved. 


Business Reorganization 


A reorganization of the business 
offers interesting possibilities. The 
first step is for each son to form a 
new company. One of the new com- 
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panies would then take over the sales 
activities of the present company and 
the other would engage in the manu- 
facturing end of the business. In the 
case of the sales company there 
would be few assets which it must 
acquire, with the possible exception 
of inventory. In the case of the 
manufacturing company, considera- 
tion should be given to having it lease 
the necessary equipment from the 
present company rather than purchas- 
ing it outright. This would enable 
the estate owner to control, effective- 
ly, the manufacturing company, not 
through the ownership of shares, but 
through the ownership of equipment 
and real estate. 


The estate owner would then sell 
to each of the new companies one 
share of the present company. The 
purpose of this would be to bring 
the present company under the defi- 
nition of a controlled corporation for 
the purposes of section 28 of the In- 
come Tax Act. 

The two new companies would 
then obtain insurance on the life of 
the estate owner. An agreement 
should be entered into requiring these 
companies to purchase equally the 
shares of the present company from 
the owner's estate upon his death. 
Each son, after the death of the fa- 
ther, through his company would 
share in the ownership of the present 
company which would then be engag- 
ed in the equipment and real estate 
rental business. As the estate owner 
would not control either of the new 
companies, insurance owned by them 
on his life would not be subject to tax 
under the new Estate Tax Act. 


This reorganization would channel 
increases in value resulting from 
business growth to the sons. This 
could be accomplished by creating 
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only one new company either operat- 
ing or holding, but such a plan would 
have less flexibility than the one pro- 
posed. 

Possibly management talents of one 
of the sons may not develop to the 
satisfaction of the estate owner, or the 
son may wish to seek his fortune else- 
where. It would be an easy matter 
for the estate owner to divert the 
business which had been channelled 
through that particular son’s com- 
pany back into the present organiza- 
tion. 

No effort has been made to keep 
the two new companies from becom- 
ing associated with each other for 
income tax purposes. To do so would 
call for a sacrifice in flexibility which 
is undesirable from the estate own- 
er’s point of view. 

The reason for ensuring that the 
present company be classified as a 
controlled corporation now from the 
standpoint of the two new companies 
is to establish the designated surplus 
so that all profits earned subsequently 
can be paid later to the new compan- 
ies as dividends free of corporation 
tax. The advantage in this is that 
after the new companies purchase the 
shares of the present company funds 
may be drawn off if available and if 
required to pay off the estate. 


Stock: A Tool 

Let us now examine some of the 
tools available to provide a desired 
division of ownership and control of 
a corporation. Probably of first im- 
portance are the various stock inter- 
ests which are available. 

Non-voting common stock can be 
issued under a Dominion charter. It 
is prohibited specifically by the On- 
tario Companies Act. However, un- 
der the Ontario Act it is possible to 
have an issue of preferred stock 
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which has a preference as to divi- 
dends only. Such stock can share 
equally in the equity along with the 
voting common stock and for income 
tax purposes is classed as a non-vot- 
ing common stock. This opens a wide 
avenue in the planning field to per- 
mit the spread of company growth 
among members of a family, at the 
same time keeping control where it 
will be most beneficial for the family 
as a whole. In organizing a new 
company this class of stock should 
not be overlooked. 


Voting common stock historically 
has been the stock which has con- 
trolled corporations. It is still import- 
ant and basic, but it has been joined 
by other voting issues which are play- 
ing an important part in many situa- 
tions today. 

Until recent years voting privileges 
in preferred stock usually were re- 
stricted. However, with the develop- 
ment of family planning in this coun- 
try many corporations have been or- 
ganized with control vesting in vot- 
ing preferred stock. This is a very 
simple way of achieving flexibility in 
family planning. 

Let us suppose that an estate owner 
wishes to engage in a business and 
he chooses the corporate form of or- 
ganization. He may not wish to par- 
ticipate in the growth of this business 
or he may want to participate to a 
limited extent only. To the extent 
that he wishes to participate in 
growth he will subscribe for common 
stock. By creating a share structure 
including sufficient redeemable vot- 
ing preferred stock to control the 
company and holding this stock him- 
self, he can control the company with- 
out owning any common stock. If the 
time arrives when he wishes to with- 
draw from ownership, by arranging to 


have his preferred stock redeemed, 

his capital is released and voting con- 

trol passes automatically to the own- 
ers of the common stock. 

The example in the foregoing para- 
graph illustrates, in a simple way, 
how the following basic estate plan- 
ning objectives may be achieved in an 
estate situation dominated by a close 
corporation interest: 

1. It provides for freezing, either in 
whole or in part, the estate own- 
er’s interest in his close corpora- 
tion. 

2. With control in the hands of the 
owner of the redeemable voting 
preferred stock of the corporation 
it permits the transfer of equity 
growth to the next generation. 

8. On the death of the estate owner 
the redemption of the voting pre- 
ferred stock will provide liquidity 
in his estate. This may only be ac- 
complished if some funding meth- 
od, such as the ownership of life 
insurance on the life of the estate 
owner, makes money available to 
the company to effect the redemp- 
tion. Life insurance funding 
should be considered only with 
the provisions of the new Estate 
Tax Act in mind. 


Unfortunately, there is little “pre- 
ventive estate planning” done in the 
sense of planning to avoid problems 
arising. Most planning commences 
only after problems are recognized as 
existing. This is especially true of 
situations where a close corporation 
interest represents the greatest part 
of the value of a man’s estate. 

As a result of the complex nature 
of the problems which arise around 
such a close corporation interest, re- 
cognized estate planning techniques, 
in many cases, call for a multiple cor- 
poration type of business organiza- 
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tion. As conditions vary from situa- 
tion to situation, there is no clear cut 
formula of general application which 
will enable professional advisers to 
resolve these problems on behalf of 
their clients. There is an ever ex- 
panding field for accountants and 
lawyers who have imagination and 
who are prepared to do some con- 
structive thinking. Multiple corpora- 
tion type of business organization can 
be complex. However, there are a 
few basic methods of procedure upon 
which many estate plans are built. 


Holding Companies 

One of these is the formation of a 
holding company. This is a simple 
solution where only one family is in- 
volved, and many families of wealth 
have utilized the vehicle to transfer 
growth to subsequent generations. 
Basically the technique is to sell com- 
mon stock having a good growth 
potential to a new company the com- 
mon shares of which are owned by 
members of the succeeding genera- 
tion or generations. Here again is 
where the possibility of utilizing vot- 
ing preferred stock arises, depending 
upon the degree to which the owner 
of the original shares wishes to retain 
control of the new company. Another 
question which must be answered at 
this time is whether the new company 
is to be a taxable corporation or a 
personal corporation. The decision 
in each case can be made only 
in the light of individual circum- 
stances. In this respect there is 
one fact which, because it is obvious, 
does not seem to be universally ap- 
preciated. This is the ease with which 
a company can stay out of the per- 
sonal corporation class by carrying on 
an active financial, commercial or in- 
dustrial business. Almost every type 
of business has some small phase of 


the operation which can be spun off 
to another company to perform if re- 
quired for this purpose. The perform- 
ances of such an operation by a com- 
pany which otherwise would be 
classified as a personal corporation 
will serve to disqualify it as such. 


Operating Companies 

Sometimes the formation of a new 
operating company furnishes the an- 
swer to the problem. Such a company 
can take over the operations of the 
present company to varying degrees. 
The one extreme is some nominal 
type of business which would be 
undertaken merely to exclude the 
company as a personal corporation if 
this was appropriate. The other ex- 
treme is the taking over of the total 
operation, with the original company 
becoming merely a holding company 
for securities of the new company 
and/or fixed assets not sold to the 
new company but leased to it. The 
middle road of having each company 
perform some particular phase of an 
operation can be particularly useful 
where there is a son in the business 
who has promise but has not yet 
proven himself. For example, the in- 
corporation of a sales outlet for a 
manufacturing company can enable a 
division of profit between the two 
companies to whatever degree is de- 
sired. With the son owning the major 
portion of the common shares, profits 
accumulated in the sales outlet will 
accrue to him with a reduction of 
profits in the manufacturing company 
which are aggravating the position of 
the father’s estate. The father retains 
control of the situation as at any time 
the channelling of business through 
this second company can be cut off if 
the son does not develop in the 
anticipated manner. It may be pos- 
sible by limiting the interest of each 
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party to one company only to avoid 
the classification of “associated” for 
income tax purposes and gain the 
benefit of two initial tax brackets. 


Other Possibilities 

The possibilities of combining a 
holding company and a new operat- 
ing company should not be overlook- 
ed in these circumstances. For in- 
stance, in a father and son situation 
where the original company is con- 
trolled by the father, if a new com- 
pany controlled by the son is formed 
and acquires a single voting share of 
the old company, the “designated 
surplus” of the old company is es- 
tablished immediately. This is useful 
where it is desirable to freeze such 
designated surplus early but the prin- 
cipal shareholder does not wish to 
relinquish any of the growth of the 
business for the time being. Under 
these circumstances, the company 
probably would be strictly a holding 
company. On the other hand, the 
new company would become an 
active operating company earning 
profits through some breakdown of 
the overall operation as discussed 
earlier. However, with the freezing 
of designated surplus in the old com- 
pany early, machinery would be es- 
tablished for draining off funds from 
the old company at some time in the 
future if this course of action should 
prove desirable. This was the situa- 
tion in the case discussed above. 

An alternative to establishing desig- 
nated surplus early is the avoidance 
of ever having the old company 
classified as a controlled corporation 
and therefore remaining in a position 
to pay tax free dividends at all times 
to the new company. Under section 
28 of the Income Tax Act the classi- 
fication as a controlled corporation 
can be avoided if the second company 


does not own at least one voting share 
of the first company. It is possible 
therefore for a high percentage of the 
equity value of the original company 
to be represented by non-voting com- 
mon shares owned by the new com- 
pany. This usually requires splitting 
the authorized common stock of the 
original company into two classes or, 
as in the case of an Ontario company, 
the substituting of no par value pref- 
erence shares having a preference as 
to dividends only for a percentage of 
the common stock. As long as the 
result is not a change in classification 
of the stock from common to prefer- 
red for purposes of the Income Tax 
Act, this can be carried out without 
income tax implications. 

From the foregoing, it is apparent 
that the corporate form of business 
organization has many important rea- 
sons for its existence other than in- 
come tax relief and limited liability 
(which is more theoretical than prac- 
tical because banks and others who 
make credit available almost always 
require personal guarantees of the 
principal stockholders of a close cor- 
poration). In organizing a close cor- 
poration, serious consideration should 
be given to the estate problems of the 
individual who is responsible for its 
creation and upon whose shoulders 
responsibility will rest for its success 
or failure. Gone are the days when 
incorporation of a close corporation 
meant a capital structure of one class 
of stock. Flexibility should be the key 
note and care should be taken to pro- 
tect the family position as far into the 
future as possible. 

One final note of caution is in 
order. Careful planning may relieve 
the estate problems of the present 
generation, but unless care is taken 
increasing values will create serious 
problems for future generations. 
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Control of Warehouse Costs 


THOMAS J. 


“What is so special about ware- 
house costs against the more signifi- 
cant product cost elements of material 
and labour?” The answer to this 
question depends upon the type of 
business under consideration. For 
example, in a manufacturing organi- 
zation, warehousing costs are over- 
shadowed by other controllable cost 
elements. In such cases, they tend 
to lose their identity through being 
merged with other selling expenses 
of a semi-fixed nature. This treat- 
ment is logical in such a business 
since the ultimate profit turns on the 
cost factors encountered in the manu- 
facturing area. 

In a wholesaling or distributing 
business, however, warehousing, pack- 
ing, and shipping expenses are among 
the most critical costs of operation, 
and their control is a vital factor in 
maximizing net profits. Further, 
proper treatment of warehouse costs 
in turn enables expense structures to 
be understood and periodic manage- 
ment reporting of such costs to be in- 
troduced. 


Types of Expense 

Expenses incurred in warehousing 
operations, in general, follow the same 
pattern as those encountered in other 
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types of business. However, in order 
to give effect to the monetary cost 
involved in carrying inventory, a fre- 
quent practice is to include an inter- 
est charge based on the average level 
of inventory, by product line. 


Having determined the nature of 
expense for the overall warehousing 
operation, an assessment must be 
made of the amount of these expenses 
based on past experience and modi- 
fied by the level of activity anticipat- 
ed in the future. The expense antici- 
pated in the forthcoming period will 
then become the basis for establishing 
operating budgets. Actual expenses 
incurred will subsequently be meas- 
ured against budgets and normal bud- 
getary control techniques applied. 


Anticipated expenses or expense 
budgets must now be allocated to the 
products handled in such a way as to 
ensure the most equitable expense 
distribution, having regard to the na- 
ture of the product and the handling 
involved. As will be seen later, the 
definition of “products” will depend 
on the nature of the business. Where 
the range of products handled is 
wide, individual products should be 
grouped into broad significant classi- 
fications. Otherwise, allocation of 
expenses over wide ranges of prod- 
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ucts requires clerical effort frequently 
not commensurate with benefits to be 
gained. 


Cost Centres 

Expense budgets have to be allo- 
cated to cost centres as an intermedi- 
ate step to give effect to the different 
treatment required for each product 
or group of products. 

Cost centres can be broadly group- 
ed into the following four major cost 
areas:— 

1. Physical handling 

2. Administration 

8. Packing 

4, Freight. 

Physical handling would include 
receiving, storing, stock picking, and 
shipping. 

Administration would include pur- 
chasing, order writing, pricing, billing, 
and general administration. 

Packing and freight are normally 
considered as two distinct cost cen- 
tres. 

Pre-determined levels for expense 
budgets are allocated to cost centres 
according to the significance of each 
in relation to the centre concerned. 
For example, payrolls would be allo- 


cated directly to cost centres with 
such proration as may be necessary. 
Rent would be allocated by area, re- 
pairs and replacements by direct an- 
alysis. Insurance would be allocated 
to storing, legal and professional ex- 
penses to general administration. A 
type of worksheet frequently used is 
shown below. 


Allocation of Costs to Products 

Careful distinction must be made 
between products carried in stock for 
shipment to customers and products 
sold from suppliers’ catalogues. Physi- 
cal handling and packing are not in- 
volved in the latter, as shipments are 
direct. Administration costs and pos- 
sibly freight are therefore the only 
cost elements to be considered in the 
“direct” shipment from supplier to 
customer. 

Two further factors determine the 
ultimate share of warehousing cost 
applicable to any product, whether 
stock or “direct” shipment: firstly, 
the type or nature of the product, e.g. 
hardware, clothing, food, machinery; 
secondly, the basis of cost allocation 
to product groups by weight, prime 
cost, etc. 
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CONTROL OF WAREHOUSE COSTS 





COST CENTRES AND METHOD OF ALLOCATION 


Pricing 
General Admin. 
Storing 
Shipping 
Packing 


Before allocating costs by cost cen- 
tre to products, therefore, it is import- 
ant that products be grouped by type 
in order that adequate “weighting” be 
applied by reference to such factors 
as volume of sales of each type, 
weight and/or bulk of each type, 
amount of packing required, degree 
of handling necessary, and whether 
received and/or shipped carload or 
part-shipment. 

Allocation of cost centres to product 
groups can then be made. Examples 
of methods of allocation, as shown 
above, will explain this point. 

The illustration shown below out- 
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ainaag tee On the basis of number of purchase orders handled. 
mastic ate tae On the basis of number of shipping orders handled. 
fhe a On the basis of sales. 
eth fe cote ae On the basis of area cost. 

Sr seal Mie teaee On the basis of weight shipped from past experience. 
Bias A tondidentocen On the basis of types of packing related to sales values. 


lines this allocation in the form of a 
worksheet. 

After the cost by product group is 
determined, this cost can then be re- 
lated to sales cost or weight by prod- 
uct group and a percentage mark-up 
calculated. This mark-up would also 
include prepaid freight as a variable 
factor dependent upon ultimate desti- 
nation. 


Cost Control 

The control of warehouse costs ex- 
pressed as a mark-up on products can 
be handled on a continuing or a peri- 
odic basis. If a continuing basis is 
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used, this will involve spreading back 
all expenses by cost centre and prod- 
uct on a monthly basis. This involves 
much detail work, including a pos- 
sible restudy of bases of allocation. 
For this reason it is carried out in- 
frequently. 

A periodic basis for control of the 
product mark-up involves less detail 
work and yet in practice usually 
proves quite adequate. 

This procedure has three basic 
steps: 

1. Control of expense 

Comparison of each type of expense 
on a monthly basis against a prede- 
termined proportion of the target 
budget used in determining the orig- 
inal mark-up. Investigation of vari- 
ances will determine the validity of 
present mark-ups and indicate areas 
where costs may be increasing rap- 
idly and necessitate a further study. 


2. Control of bases of allocation 

Periodic studies can be made dur- 
ing the year to determine whether the 
original bases of expense allocation 
are realistic. Statistical sampling 
techniques can be used where appro- 
priate. 


8. Control of mark-up 


Annually or more frequently, de- 
pending on the results of 1. or 2. 
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above, a detailed analysis would be 
made and necessary revisions incorp- 
orated into the pricing structure. 


The principles of warehouse cost 
control are designed to ensure that 
each product bears an equitable pro- 
portion of warehousing cost. As in 
the majority of costing problems, cer- 
tain arbitrary decisions must be made 
in determining bases of allocation. 
However, where a wide range of 
products is handled, it is vital that the 
incidence of cost by product group 
be known to management. Significant 
changes in the pattern of sales could 
well affect the handling cost dispro- 
portionately. Studies of this nature 
made for the first time frequently re- 
veal cost patterns not previously re- 
cognized. 

Having determined the most equit- 
able allocation of cost to products, it 
is important that actual expenses be 
controlled through comparison against 
the budget on a continuing basis. 
Variances from budget must be in- 
vestigated to determine their cause 
and ultimate effect on the warehous- 
ing mark-up by product. 

The aim of this method of expense 
allocation to products is to obtain a 
broad indication of the incidence of 
cost, to aid management to control 
costs and to establish selling prices 
based on accurate information. 


Old accountants never die, they just lose their balance. 
—Anon 








Profit Sharing: Key to 
Industrial Peace 





DOUGLAS D. W. IRWIN 





REPORTS MADE by leading Canadian 
businessmen upon their recent obser- 
vations of the Russian economy indi- 
cate that our Soviet neighbour may 
soon be capable of industrial output 
of a volume and standard sufficient to 
constitute a positive threat in world 
markets and in the struggle for the 
allegiance of the neutral and under- 
developed countries of the world. 

This discovery has confirmed the 
apprehension which was engendered 
by the launching of the first sputnik. 
Since that time our daily press and 
periodicals have exhibited equal fas- 
cination with Russian technological 
advances and with analysis of meas- 
ures designed to maintain and surpass 
our own industrial genius. In the 
latter regard the search is in earnest. 

The possibility of seeing a spate of 
Russian products untrammeled by 
considerations of cost displacing our 
products in the uncommitted markets 
of the world must force us to a con- 
sideration of means to decrease unit 
costs, increase productivity, reduce 
the losses attributable to industrial 
strife and solve the deficiencies of the 
distribution of purchasing power 
which have been the recurrent afflic- 
tions of the business cycle. 

In this general search widespread 
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application of the principles of profit 
sharing may provide a new stimulus 
and direction. 

Space does not permit a review of 
the basic principles of profit sharing 
or the display of illustrations support- 
ing its achievements. It may be ap- 
propriate, however, to review the con- 
tribution it can make in achieving in- 
dustrial harmony. 


Social and Personal Responsibility 

The greatest single appeal of profit- 
sharing philosophy lies in its founda- 
tion upon the highest Christian ethics 
and standards of social responsibility. 
It is not just an economic program 
but an approach to life. It aims at a 
rejuvenation of the spirit by orienting 
the purposes of production to the 
needs of humanity. The profit mo- 
tive is thus converted into a dynamic 
social force. 


Idealistic as these principles may 
seem, they are solemnly subscribed to 
by a growing body of realistic econo- 
mists and businessmen. It has been 
found, in fact, that when management 
and labour each become concerned 
with the advancement of the legiti- 
mate aims and economic welfare of 
the other, the concern has been re- 
ciprocated to the advantage of both. 
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Profit sharing has also demonstrated 
that by giving the employee a new 
self-interest and a new sense of per- 
sonal responsibility it has reduced the 
adverse effects of repetitious functions 
and standardization so necessary to 
productive efficiency. While thus 
providing a new dignity and status to 
the individual, this has been achieved 
through the development of team ef- 
fort in the labour force upon which 
the final results depend. 

Not the least of its advantages is 
the economic one of increased re- 
muneration to the employee and 
greater return upon investment aris- 
ing from lower unit costs and in- 
creased productivity. When both la- 
bour and capital may expect to re- 
ceive a fair distribution of profits, 
both become equally concerned with 
the cooperative effort which makes 
profits possible. 

Finally the achievement of a high 
level of consumer income assures the 
means of distributing output and 
maintaining full capacity and em- 
ployment. 

While these benefits are attested to 
by approximately 25,000 firms in the 
United States covering up to 2 million 
employees and about 250 firms in 
Canada covering an estimated 100,000 
employees, the concept of profit shar- 
ing has yet to enjoy universal accept- 
ance. An extensive educational pro- 
gram is required. 


Attitude of Labour 

On behalf of management, the 
Council of Profit-Sharing Industries 
and its associated Profit-Sharing Re- 
search Foundation are doing a highly 
effective job and have attracted to 
their support executives representing 
many of the leading industries of 
North America. In their capable 
hands may be left the task. 


But what of labour? Until very re- 
cently labour has evinced little inter- 
est and with a few notable exceptions 
has demonstrated outspoken hostility 
to profit sharing. 

Since the time of Samuel Gompers, 
unions have opposed any attempt to 
relate wages to profits and have ab- 
horred any implication of responsi- 
bility in the profit-making process. 
Union leaders have insisted upon and 
re-enforced the economic concept of 
labour as a factor of production en- 
titled to a fair wage for fair ser- 
vice arrived at by contract between 
employer and employee. The increas- 
ing power of unions and their federa- 
tions has not changed this classic in- 
terpretation but has been used, ra- 
ther, to make the process of wage de- 
termination more effective and has 
caused it to be codified in collective 
bargaining procedures protected and 
controlled by law. Unions have thus 
until recently resisted any suggestion 
of identity of interest with those of 
management or the investor. 

Despite these generally held views, 
many unions have participated and do 
participate in successful profit-sharing 
arrangements, and there has been a 
growing tendency on the part of 
management and labour to experiment 
with innovations in remuneration. The 
introduction of production bonuses, 
pension and deferred compensation 

plans and the guaranteed annual wage 
have gone a long way to break down 
the clear distinction between direct 
wages for services rendered while em- 
ployed and participation in the profits 
of enterprise. 


Reuther’s Declaration 

In this context the announcement 
by Walter Reuther in January 1958 
that his United Automobile Workers 
Union would seek a share of profits 
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as part of its 1958 contract demand 
may mark a major step forward. 

While we must assume that Reu- 
ther’s primary purpose is that of serv- 
ing his own union members, we must 
also concede that in the process of 
framing his suggestions for profit shar- 
ing he may have been exposed to and 
was impressed by the basic principles 
and purposes of that philosophy. He 
must have been aware also that his 
advocacy represented a dramatic 
break with traditional union policy. 

Profit sharing may thus represent 
the final emergence of a new concept 
of labour’s participation in the pro- 
cesses of production. If Reuther is ac- 
cepted as a spokesman, labour is in 
fact now claiming the right to be a 
partner in enterprise with a strong 
voice in the determination not only 
of wages but also of prices and the 
return upon investment. 


Management and investor might 
look upon such proposals as pure ef- 
frontery were it not that a great many 
enterprises in Canada, the United 
States and Europe have largely adopt- 
ed these principles and endorse their 
efficacy. Economists and industrial 
relations counsel also concede that 
recognition of labour’s role as a part- 
ner in production has had beneficial 
economic results. There is reason to 
hope that acceptance by the major 
unions of full social and economic re- 
sponsibility in industrial planning 
would be a help rather than a hind- 
rance in the effort to maximize pro- 
duction. 

In accordance with the old adage 
“If you can’t beat them join them”, 
management might also find in this 
new role of unionism an acceptable 
and stabilizing influence. Notwith- 
standing strikes and hard words in the 
bargaining procedure, contracts once 
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signed have generally been honoured. 
The trend of wages has been alarm- 
ingly upwards but the existence of 
wage and performance agreements 
has introduced a high degree of or- 
der in the cost-price relationship and 
in the scheduling of production upon 
which management is enabled to plan. 
Furthermore as the labour force con- 
stitutes the largest identifiable seg- 
ment of the consuming public we 
must acknowledge its interest in the 
equilibrium of wages, prices and pro- 
fits. It may be no great step further 
to consider that sharing of profits with 
the labour force may be a most prac- 
tical means for reconciling on a per- 
manent basis the interests of labour, 
management and investor to the last- 
ing benefit of all. 

Such a consummation will require 
education and understanding on both 
sides, 


Mutual Trust is Essential 

The entire key to success is the es- 
tablishment of mutual trust. Manage- 
ment must be prepared for frank 
revelation of its objectives, the form- 
ula for profit determination and the 
basis of distribution. On its part, 
labour must exhibit good faith and 
accept responsibility for unstinted per- 
formance. While management should 
be primarily concerned with greater 
economic achievement, experience in- 
dicates that it should also be imbued 
with a sincere desire to improve the 
remuneration and general status of 
the employee. The aim should be to 
foster in the employee a genuine in- 
terest and concern for the welfare of 
the enterprise. 

In a free enterprise system the po- 
sition of the investor must be protect- 
ed and encouraged. Profit-sharing 
philosophy provides that before pro- 
fits subject to distribution are deter- 
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mined, labour is entitled to the gen- 
erally accepted standard of wages 
and capital is entitled to a fair return 
according to the generally accepted 
standard in similar ventures. After 
these first claims have been discharg- 
ed, profits are then shared on the 
basis of risk taken on the one hand 
and measured productive improve- 
ment on the other. A number of case 
studies of situations in which these 
principles have been followed indi- 
cate that despite the allocation to la- 
bour of as much as 50% of profits thus 
determined the total and the percent- 
age compensation paid to capital has 
exceeded the amount and percentage 
so paid before the introduction of 
profit-sharing. 


Labour’s Stake in Capitalism 

There has been no indication that 
labour in Canada and the United 
States is fundamentally hostile to the 
legitimate functioning of capitalism. In 
fact, labour leaders have carefully 
eschewed being identified with the 
advocacy of any extreme form of so- 
cialism. Unions are well aware that 
our industrial progress is based upon 
the continued accumulation of capital 
and have in fact contributed substan- 
tially to the creation of investment 
funds. Profit sharing could further 
encourage this process by the direct 
issue of common shares, by the estab- 
lishment of retirement funds, supple- 
mentary unemployment benefit re- 
serves and similar methods for the 
accumulation of “deferred” profit shar- 
ing. Such funds together with those 
derived from actuarial pension plans, 
sickness and death benefit reserves 
and other social security measures 
have created a very considerable sav- 
ings pool, directly or indirectly 


emanating from business profits but 
held in trust for the labour force. In 


one way or another, these cash re- 
sources are re-invested in the econo- 
my, thereby causing labour to inherit 
a basic interest in the stability and 
growth of the industrial plant. 


Consciously or not, labour is acquir- 
ing “a stake in capitalism”. If the 
process does not involve, and it need 
not, a deterioration.of unionism in its 
historic role as spokesman for and 
protector of the rights of labour, 
neither labour nor investor has any- 
thing to fear. On the contrary, both 
may find in this new “democratic cap- 
italism” an identity of interests which 
will be the surest bulwark against any 
form of sovietized industry. 


Manager and investor may also take 
some comfort from the inference that 
profit sharing may counteract the 
tendency towards governmental con- 
trol. The ultimate test of the private- 
enterprise system and of its right to 
be free is that it operate in the public 
interest. There can be no doubt that 
interest will be served best by a busi- 
ness community which produces ef- 
ficiently and shares the benefits of that 
efficiency with labour and consumer 
and thus avoids political pressure for 
business regulation and social security 
measures. 


Role of the Public Accountant 
Undoubtedly long established pre- 
judices and habits of mind must be 
overcome before universal acceptance 
of profit sharing would permit these 
benefits to be observed on a national 
scale. Management must forego dis- 
trust and recognize labour’s interest in 
the methods and results of the produc- 
tive process. The investor may be led 
to see that industrial harmony and 
greater productivity will result in the 
reduction of risk, the security of mar- 
kets and the assurance of a fair return. 
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Labour must abandon the appearance 
of the class struggle and, if accepted 
as a partner in enterprise, must ac- 
cept the responsibility of partnership 
to protect the interests of all groups 
endowed with an interest in the pro- 
cesses of production and distribution. 

In the program of education intend- 
ed to accomplish such results, the 
public accountant may perform an 
essential service. Our profession is 
recognized as having an objective in- 
terest in ethical business practices 
and industrial efficiency. We might 


serve our clients and our country well 
by studying the means by which profit 
sharing may be conceived and ad- 
ministered, without departing from an 
impartial role. In this we need make 
no apology for there is ample evi- 
dence at hand to support the conten- 
tion that profit sharing properly 
understood and practised will provide 
a means to achieve the solution of 
labour-management problems, lower 
unit costs and create industrial peace 
upon which sound and _ profitable 
enterprise may thrive. 


Professional Status 


A profession cannot be created any more than a child can be born a 
full grown man. The roots must be deep, and to become full grown it must 
pass through the periods of testing and consolidation that form a heritage 
of ethics and standards that enable the members to impose tests of com- 
petence. It is a requisite that intellectual training be required, but there 
must also be a unique and specialized service rendered to society. A pro- 
fession is underway when the practitioners build up an association and, with 
the members, erect the machinery for establishing recognition of responsi- 
bilities, standards of performance, and sharing of information. 

The word “profession” has had a connotation of long standing that indi- 
cates a group that is separate and definitive. There are, of course, many 
more recognized professions today than in the past centuries; and, in a world 
of specialization, with world-wide communication and, more important, a 
desire for greater perfection, it seems likely that the trend to more recognized 
professions will continue. 

— “Professional Status of Internal Auditing” by E. F. 
Ratliff, The Internal Auditor, December 1958. 





Edited by W. BARRY COUTTS, C.A. 


Accounting Research 


BriTIsHh PRONOUNCEMENTS ON 

ACCOUNTING AND AUDITING PRACTICES 

In the last month or two, there have 
been a number of official and un- 
official British pronouncements on ac- 
counting and auditing matters. Can- 
adian accounting and auditing prac- 
tice has, in recent years, tended to 
follow American rather than British 
models. Our common background of 
company law and judicial precedent, 
however, ensures that the latter can 
never be entirely irrelevant. 


Disclosure and Financial 
Statement Presentation 

The Institute of Chartered Account- 
ants in England and Wales, like other 
professional accounting bodies, has 
from time to time found it desirable 
to make formal pronouncements on 
accounting matters for the guidance 
of its members. The recent issue by 
this body of “Recommendation No. 
18” concerning the “Presentation of 
Balance Sheet and Profit and Loss 
Account” gives an opportunity for 
comparing British standards with our 
own. 

Recommendation No. 18 replaces 
a number of earlier recommendations, 
chiefly No. 8 issued in July 1944. The 
principal differences between the pres- 
ent recommendation and those which 
it supersedes are first, the elimination 
of all those prescriptions regarding 
form and content which are now 
covered by the United Kingdom Com- 
panies Act of 1948 and secondly, the 
inclusion of some general statements 


regarding the basic accounting prin- 
ciples underlying financial statements, 
especially with respect to those con- 
tentious questions arising out of the 
post-war inflation. The special prob- 
lems created by consolidated state- 
ments are not covered in this recom- 
mendation, nor are those relating to 
income tax. Income tax problems 
have been dealt with separately in 
Recommendation No. 19 (discussed 
below). It is understood that the In- 
stitute is still considering whether or 
not to issue a revised recommenda- 
tion on consolidations. 


Because of the decision to avoid 
any duplication of the Companies Act 
provisions, the new recommendation 
deals chiefly with exceptional cases 
in which the general provisions of the 
Act are not appropriate or with those 
situations where more than the min- 
imum legal disclosure is now con- 
sidered desirable. The recommenda- 
tion must, therefore, be read in con- 
junction with the relevant sections of 
the Companies Act, 1948. 


As mentioned above, one of the 
most significant differences between 
the old and new recommendations is 
the increased space devoted to gen- 
eral pronouncements on the underly- 
ing philosophy of financial statement 
presentation. These statements are 
not only sufficiently universal in ap- 
plication to warrant quotation on their 
own merits, but they also demon- 
strate very forcefully the extent to 
which agreement on basic principles 
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has been achieved between the Eng- 
lish Institute and our own. 


In these preliminary remarks, it is 
said that the purpose of the balance 
sheet is to give a true and fair view 
of the state of affairs of the company 
on a particular date. This true and 
fair view is said to imply “appropri- 
ate classification and grouping of the 
items and therefore the balance sheet 
needs to show in summary form the 
amounts of the share capital, reserves 
and liabilities as on the balance sheet 
date and the amounts of the assets 
representing them, together with 
sufficient information to indicate the 
general nature of the items”. 


The recommendation further states: 
“A true and fair view also implies 
the consistent application of general- 
ly-accepted principles. Assets are 
normally shown at cost less amounts 
charged against revenue to amortize 
expenditure over the effective lives of 
the assets or to provide for diminution 
in their value. A balance sheet is 
therefore mainly an historical docu- 
ment which does not purport to show 
the realizable value of assets such as 
goodwill, land, buildings, plant, and 
machinery; nor does it normally pur- 
port to show the realizable value of 
assets such as stock-in-trade. Thus a 
balance sheet is not a statement of 
the net worth of the undertaking and 
this is normally so even where there 
has been a revaluation of assets and 
the balance sheet amounts are based 
on the revaluation instead of on cost.” 


With regard to the profit and loss 
account, the recommendation says: 
“The general aim of a profit and 
loss account should be to show a true 
and fair view of the profit or loss of 
the year, before and after taxation, 
based on the consistent application of 
recognized accounting principles. The 
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account should be presented in a 
form which affords as clearly and 
readily as circumstances permit a 
comparison with the results of pre- 
vious years. 


“There are differing opinions as to 
what should be included in the 
amount shown as the profit or loss of 
a year. Some consider that it should 
take into account, subject to separate 
disclosure of material items in certain 
circumstances, all profits or losses aris- 
ing or ascertained within the year, in- 
cluding those items which are the re- 
sult of activities of the year and 
others which are the consequence, as- 
certained within the year, of trans- 
actions of earlier years. Others hold 
that the amount shown as the profit of 
the year should be restricted to the 
results of the operations of the year 
and that all other items should be ex- 
cluded from the profit or loss of the 
year as being adjustments of earlier 
years and should be so shown in the 
profit and loss account. 


“Each of these opinions has argu- 
ments in its favour and it cannot be 
said that either of them is generally 
accepted to the exclusion of the other. 
Provided that the account is prepared 
in conformity with either of these 
opinions and is the result of the con- 
sistent application of recognized ac- 
counting principles it can properly be 
said to be true and fair. If a change 
is ‘made in the accounting principles 
applied and the effect is material, that 
fact and its consequences would need 
to be disclosed.” 


From these general statements, it is 
apparent that except for the optional 
inclusion of adjustments of prior 
years’ operations and other special 
non-recurring items in the profit for 
the year, there are now no major 
differences of principle between 
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British and Canadian practice. Such 
a degree of agreement represents a 
considerable change from the position 
of a few years ago. 


The profit and loss account of an 
English company was (and still is), 
in our terms, a combined statement 
of profit and loss and earned surplus. 
This fact, together with the practice 
of making frequent appropriations to 
reserves, has meant that in the past 
the English profit and loss account has 
often been a confusing mixture of 
trading profits, other income and ex- 
pense, income taxes for various years, 
transfers to and from reserves, divi- 
dends, etc. Practice in this respect, 
encouraged by the English Institute's 
earlier recommendations, has been 
gradually changing and Recom- 
mendation No. 18, with its emphasis 
on the determination of a “profit or 
loss of the year” and the arrangement 
of the accounts to highlight this 
figure, thus marks the culmination of 
a long program of improvement. That 
there is still room for further im- 
provement is suggested, however, by 
the indication in this recommendation 
as well as in Recommendation No. 19 
that the deduction of taxes based on 
the current year’s profit is still an 
optional requirement although strong- 
ly favoured by the leaders of the pro- 
fession. 


The detailed requirements of Re- 
commendation No. 18 make the sig- 
nificance of this new concept very 
clear. It is stated that the profit and 
loss account should begin, unless turn- 
over figures are disclosed, with the 
trading surplus or deficit for the year 
computed after charging depreciation 
and all other trading expenses. This 
is to be followed by other income 
and non-trading expenditures of the 
year to arrive at a balance which may 


be described as “profit before taxa- 
tion”. It is then recommended that 
there should be deducted from this 
amount a provision for taxation based 
upon the profit before taxation to pro- 
duce a figure described as “profit after 
taxation”. It is also provided that 
when the option of including non- 
recurring or other special items in the 
profit or loss of the year is chosen, 
full disclosure of all relevant par- 
ticulars of such unusual items, includ- 
ing their effect on taxation, must be 
made. 


It is interesting to note that the 
English Institute recommends that the 
disclosure of those special charges or 
credits which are taken into account 
in arriving at trading profit, but 
which must be shown separately for 
statutory or other reasons, should be 
accomplished by way of note or by 
inclusion in an unextended insert or 
“box” immediately following the 
figure of trading profit. The usual 
Canadian practice of beginning the 
statement of profit and loss under 
such circumstances with a meaning- 
less figure of “profit before the 
charges set out below” is prohibited, 
at least by implication. 

When a Canadian accountant looks 
at the provisions in Recommendation 
No. 18 regarding the balance sheet, 
his first reaction is likely to be one 
of confused dismay. Closer study, 
however, reveals that most of the ap- 
parent differences in standards of bal- 
ance sheet disclosure are either mat- 
ters of terminology or are related to 
the peculiar problems created by the 
United Kingdom system of income 
taxation. Even the “reverse order” of 
the British balance sheet does not act- 
ually involve any differences in prin- 
ciple as the essential framework of the 
balance sheet is the same. 
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Such a study does reveal, however, 
some differences in detail which per- 
haps should be discussed so that the 
possible applicability of the British 
proposals to our conditions can be 
considered. It is, for example, sug- 
gested that the use of the general 
headings “assets” and “liabilities” for 
the two sides of the balance sheet is 
unnecessary. This is perhaps not an 
important difference in viewpoint, but 
the suggestion does offer one solution 
to the problem of finding a satis- 
factory name for the “non-assets” side 
of the statement. 


Another interesting question which 
is not without relevance to Canadian 
conditions is raised by the recom- 
mendation regarding the description 
to be applied to the sub-total repre- 
senting the shareholders’ interest in 
the enterprise. It is recommended 
that this sub-total, giving the aggre- 
gate of share capital, capital reserves 
(essentially contributed surplus), re- 
venue reserves (appropriations of 
surplus), and the unappropriated 
balance of profit and loss (earned 
surplus) should be described factual- 
ly by some such title as “capital and 
reserves’. The use of “net worth” 
or some similar term is considered to 
be undesirable as “tending to suggest 
that a balance sheet purports to be a 
statement of values or to show the 
value of the undertaking. ..” 


The fact that the struggle between 
replacement or renewal reserve ac- 
counting and depreciation accounting 
is not yet ended in Great Britain is 
apparent from several provisions such 
as the recommendation that the un- 
used balance of the provision for re- 
newals should not be deducted from 
fixed assets. 


That the English Institute’s recom- 
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mendations on accounting for the in- 
creased cost of replacing fixed assets 
in the future has created problems 
is reflected in the recommendation 
that any additional amounts pro- 
vided in respect of fixed asset replace- 
ment should be treated as “reserves” 
and not as provisions. Accumulations 
made in respect of inflationary in- 
creases in fixed asset replacement 
values must, in other words, be re- 
garded as part of the shareholders’ 
equity. 

Two other minor points discussed 
in the recommendation could be rele- 
vant to Canadian conditions. With 
regard to the treatment of liabilities 
“secured otherwise than by the opera- 
tion of law on any assets”, it is re- 
commended that the word “secured” 
should not be used without further 
amplification if there is evidence that 
the charge on the assets is for an 
amount less than the liability. This 
suggestion provides one solution to 
the problem of ensuring that the exact 
significance of the secured liability is 
understood by the reader of the bal- 
ance sheet without going to the Amer- 
ican extreme of naming the assets on 
which the liabilities are secured. The 
frequency with which the phrase 
“commitments for capital expendi- 
ture” appears in Canadian balance 
sheets also suggests that some con- 
sideration should be given to the Eng- 
lish view that this term may have a 
wider significance than is actually in- 
tended. It is recommended that the 
phrase “contracts for capital expendi- 
ture” be used instead. It is suggested, 
however, that when this is done con- 
sideration should also be given to the 
desirability of disclosing, in addition, 
the estimated total expenditures in- 
volved in capital projects approved 
by the directors. 





138 THE CANADIAN CHARTERED ACCOUNTANT, FEBRUARY, 1959 


Treatment of Income Tax 
in Company Accounts 

The whole scheme of United King- 
dom income taxation is so different 
from the Canadian pattern that many 
of the specific problems discussed in 
Recommendation No. 19, “Treatment 
of Income Tax in the Accounts of 
Companies”, do not arise under Can- 
adian conditions. The general out- 
lines of the problem are, however, the 
same and the solutions proposed in 
England are thus, in general terms, 
relevant to Canadian conditions. The 
most significant characteristic of the 
general conclusions is, in fact, the 
clear indication that, despite the 
special problems produced by the 
United Kingdom tax system, British 
opinion on these matters is moving 
towards a position almost indistin- 
guishable from that of the Canadian 
and American authorities. A_ brief 
summary of some of the provisions of 
Recommendation No. 19 will illustrate 
the extent to which this trend to con- 
formity has developed. 


A large portion of the recommenda- 
tion is devoted to a description of the 
scheme of United Kingdom taxation 
and the various problems which are 
presented to accountants by the fact 
that the taxation year seldom coin- 
cides with the fiscal year, and the fact 
that assessments are computed on the 
basis of the preceding year’s profits 
and are payable prior to the end of 
the tax year. After discussing, and 
recognizing as acceptable, the various 
compromises which have been de- 
veloped to deal with these problems, 
the Institute proceeds to express a 
strong preference for the practice of 
providing income tax each year based 
on the profit of the year. 


This proposal, which has already 
been discussed above in connection 


with Recommendation No. 18, in- 
volves the recognition of a “provision” 
for taxes which are legally imposed 
in respect of a fiscal year which may 
not even have begun. Under these 
conditions it is not really surprising 
that the practice of recording only 
the taxes immediately payable has 
been so entrenched and the concept 
of “profit after taxes” so uncommon. 
It is greatly to the credit of the Eng- 
lish accountants that they have man- 
aged to get such general acceptance 
of a proposal which involves recogniz- 
ing anticipated liabilities as a proper 
deduction from the profit of the year. 

The need to solve this basic prob- 
lem, however, has simplified some re- 
lated problems for English account- 
ants. For example, once the general 
principle has been accepted that in- 
come taxes for the year must be relat- 
ed to the profits reported rather than 
to the taxes actually payable in the 
year, the special problems which 
arise when items subject to tax are 
excluded from reported profit can be 
very simply resolved. The principal 
example of this problem, the case in 
which the depreciation claimed for 
tax purposes differs from that de- 
ducted in the accounts, thus becomes 
merely one more specific application 
of the general rule. As a result, Part 
III of Recommendation No. 19 can 
deal quite briefly with a problem 
which has caused much heated dis- 
cussion and debate in Canada and the 
United States. Most of the discussion, 
in fact, is devoted to the need for dis- 
closing the amounts involved in those 
cases where the taxes recorded in the 
profit and loss for the year are not 
based on the profit for the year. 
The net result of the discussion is to 
recommend alternatives which place 
the English Institute in the position 
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taken by the C.I.C.A. Committee on 
Accounting and Auditing Research in 
Bulletin No. 10. 


The Auditor’s Responsibility 
for Inventories 

Canadian practice with respect to 
the attendance of the auditor at phys- 
ical stock-taking appears in recent 
years to have drawn nearer to the 
official American position. The ex- 
tracts reproduced below from a 
speech by a prominent English ac- 
countant suggest that at least the be- 
ginnings of a similar trend may be de- 
veloping over there. 

The following extract is taken from 
the reproduction in The Accountant 
of October 11, 1958 of an address de- 
livered at the autumn meeting of The 
Institute of Chartered Accountants in 
England and Wales. The speaker was 
Mr. Henry Benson, C.B.E., F.C.A., 
and his topic was “The Future Role of 
the Accountant in Industry”. 

“The next big change in audit prac- 
tice must be in relation to stock-in- 
trade and, taken as a whole, I doubt 
whether our audit standards in this re- 
spect are high enough. For a long 
number of years too many of us have 
sheltered behind some of the passages 
in the judgment on the Kingston 
Cotton Mill case which was delivered 
in 1896, and quite insufficient atten- 
tion has been given by auditors to the 
verification of the existence and the 
value of stock-in-trade and work in 
progress. Some auditors, even to this 
day, take no responsibility for stock 
and rely solely upon a certificate by 
the managing director. In my view 
this is indefensible and an auditor 
cannot properly sign the audit report 
required under the Ninth Schedule to 
the Companies Act if he has not taken 
proper steps to verify this asset. 
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“The auditor’s failure to ensure that 
stock and work in progress is properly 
taken and valued for the purpose of 
the annual accounts has in many in- 
stances caused this asset to be wrong- 
ly stated. Not infrequently this leads 
to inquiries by the Revenue author- 
ities and to costly and troublesome 
back duty investigations. Very often, 
moreover, when a private business is 
ready for flotation as a public com- 
pany, the examination of the profits 
for past years shows that stock has 
not been properly valued with the re- 
sult either that the issue has to be 
postponed or the investigating ac- 
countant’s report has to include a 
damaging qualification. At present 
the auditor may or may not have a 
legal responsibility when situations 
such as these arise, but whatever the 
legal position he is certainly open 
to criticism in that he has failed to 
advise and guide his client wisely in 
matters which are essentially within 
his province as auditor. The time will 
inevitably come in the next few years 
when the auditor’s duties in relation 
to stocks are again tested in the 
courts. When this happens it will be 
impossible for any member of the pro- 
fession to come to the aid of a col- 
league whose defence is based prim- 
arily on the acceptance of a certificate 
given by the managing director as to 
the existence and value of stock-in- 
trade and work in progress. 


“In those cases in which auditors 
do verify stock and work in progress, 
I suggest that the tests normally ap- 
plied in this country should go further 
than they do at present. I think that 
the auditors should watch the annual 
or periodical stocktaking made by 
the company’s officials. This is one 
of the best means by which the aud- 
itor can satisfy himself as to the phys- 
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ical existence of the stock and it is an 
admirable means of testing the system 
of internal check under which the 
stock is taken; of ensuring that all 
stock is included; and of verifying 
that slow-moving, obsolete, and re- 
dundant stock is properly excluded 


or written down to marketable values. 
If, when it is done, this observation 
of stocktaking is done thoroughly, I 
do not think that it need be carried 
out every year and it would be ade- 
quate in normal cases to do it once 
every four or five years.” 


Growth of Knowledge 


The way in which knowledge provides control can perhaps best be illus- 
trated by taking an example outside the business world. Consider, for in- 


stance, this contrast: 


Formerly, on small sailing vessels, the captain would exercise com- 


mand by individually overseeing the entire ship’s activity. Though 
his knowledge was substantial — though he knew the direction he was 
going, what each seaman was doing, the strength of the wind, and so 
on — there were many things he did not know. For instance, he did 
not know exactly where he was on the ocean, what weather was ap- 
proaching in the distance, or what objects were just over the horizon. 
These unknowns were often of crucial significance. 

Modern ships have increased greatly in speed, range, size and 
power. They are far safer than in the past, and they get to their desti- 
nation more rapidly and surely. Much of this progress is due to greater 
knowledge of the captain. Today the naval commanding officer has 
radar aloft, sometimes patrol planes ranging ahead to extend his knowl- 
edge of what is beyond the horizon, ship-to-shore radio, sonar equip- 
ment to detect what is under the sea, and so on. In short the reach of 
the commanding officer today is far beyond that of the sailing master 
in years past. He can project himself in terms of his knowledge far 
beyond his physical location or the people about him. 

The analogy of the ship’s captain has obvious parallels in management. 


The business executive needs to know daily where his business is, where it is 
going, and how much progress he has made in the desired direction each 
day. He needs to know these things not only for the office or plant around 
him that he can see but also for those parts of the enterprise far beyond his 
immediate location. He needs to know of impending dangers, what is beyond 
the horizon. And it is in exactly the same way as the sea captain — i.e. by 
enlarging his input of knowledge — that the modern executive extends his 


reach. 


— “The Reach of an Executive” by Stahrl Edmunds, The 
Harvard Business Review, January-February, 1959. 
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Tax Review 


FEDERAL SALES Tax 
(This is the second of two articles 
devoted to a review of the federal 
sales tax system.) 


Imported Goods 

Imported goods are subject to sales 
tax on their “duty paid value”. In 
determining whether imported goods 
are taxable the same rules apply as 
in the case of domestic merchandise. 
Tax is payable by the importer or 
transferee at such time as goods are 
taken out of bond, except when they 
are imported by a manufacturer or 
wholesaler under licence. 

The form of the various certificates 
to be quoted by a licensee, depending 
on whether he is a manufacturer or 
wholesaler, and the purpose for which 
the goods are imported are given in 
Circular ‘No. 1-C. As a matter of in- 
terest, it is observed that a licensed 
manufacturer may import free of tax 
goods which can be used in, wrought 
into or attached to taxable goods for 
sale, even though at the time it is 
known that the goods will be sold in 
the same condition as imported. If the 
goods are sold under taxable condi- 
tions, the manufacturer may account 
for sales tax at the time of sale on 
their duty paid value. 

“Duty paid value” as defined in the 
Act means the value of an article as 
it would be determined for the pur- 
pose of calculating an ad valorem 
duty (ie. graduated according to 
value) upon the importation of such 
article into Canada under the laws 
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relating to the customs tariff whether 
such article is in fact subject to ad 
valorem or other duty or not, plus the 
amount of the customs duties, if any. 
Special or dumping duty is not in- 
cluded in the term “duty paid value” 
and is, therefore, not subject to sales 
tax. 


Licensed Wholesalers 

It is provided that a wholesaler may 
apply for a sales tax license if 50% or 
more of his sales for the three months 
preceding the application were ex- 
empt from tax. The principal ad- 
vantage of a license to a wholesaler 
is that tax is paid at the time of sale 
rather than purchase or importation, 
and it also avoids the inconvenience 
of claiming refunds in respect of tax 
exempt sales. An unlicensed whole- 
saler is required to pay tax on the 
purchase price or duty paid value of 
goods at the time of acquisition. 


A licensed wholesaler may also 
account for tax on the same base at 
the time of sale in one of two ways. 
The licensee may show on the office 
copy of each sales invoice the actual 
cost or duty paid value of each tax- 
able item sold and recapitulate such 
costs and values monthly. However, 
this may be impractical in many sit- 
uations. As an alternative, a licensed 
wholesaler may compute a discount 
factor to be applied to its monthly 
taxable sales to determine the tax- 
able cost or duty paid value of the 
merchandise sold. The discount factor 
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or percentage is arrived at in the 
following manner: 

A reconstructed trading account state- 
ment is to be prepared covering the en- 
tire wholesale business for the two pre- 
ceding years, by adding to the in- 
ventory, at the commencement of the 
period, the two years’ purchases at cost 
and the duty paid value of imported 
goods, and deducting the inventory at 
the close of the period, thus determining 
the taxable cost of goods sold; deduct 
this figure from gross sales for the two- 
year period, and determine the percent- 
age necessary to apply to sales to reduce 
them to taxable costs. 

At the close of each wholesaler’s fiscal 
year, he is required to recalculate the 
percentage, to determine that to be used 
for the ensuing year, using the formula 
given above, omitting the oldest year’s 
business, and substituting results of his 
business for the year just closed. 


This method of accounting for tax is 


frequently preferred for its simplicity. 


Sales at Less than Cost 


It should not be overlooked that the 
regulations state that the tax is pay- 
able by the licensed wholesaler on the 
price paid for domestic goods and on 
the duty paid value of imported 
goods. If, because of depreciation, 
obsolescence or any other reason, the 
selling price is less than the purchase 
price or duty paid value, the tax must 
nevertheless be calculated on the in- 
tended base. When goods are sold by 
one licensed wholesaler to another, at 
a price less than their duty paid value 
or less than their purchase price, the 
vendor is immediately liable for sales 
tax on the difference. 


Prepaid Freight 

Licensed wholesalers are permitted 
to deduct freight prepaid by their 
suppliers when accounting for sales 
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tax, as provided by the following ex- 
tract from Circular No. 34-C: 


When calculating the sales tax payable 

on sales made on and after January 2, 

1954, licensed wholesalers may deduct 

the freight prepaid by their suppliers on 

the goods, provided the amount of such 
freight is shown on the suppliers’ in- 
voices and the wholesalers have on file, 
for inspection by excise tax auditors, cer- 
tified copies of the relevant freight bills. 

When licensed wholesalers use the 
discount method to determine the taxable 
cost of the goods sold, they may adjust 
the discount to be used on and after 

January 2, 1954, to the extent that they 

have on file certified copies of the 

freight bills paid by their suppliers for 
the two fiscal periods on which the dis- 
is based. 

In certain instances, it may be 
worthwhile for licensed wholesalers to 
make arrangements with their sup- 
pliers to show the amount of prepaid 
freight on their invoices and to supply 
certified copies of the freight bills. 
Where the freight charges are paid di- 
rectly by the licensed wholesaler, the 
adjustment for freight is simplified. 


While on the subject of adjust- 
ments, it would seem as well to note 
that where a licensed wholesaler is 
selling goods at tax included prices, 
and granting tax allowances to cus- 
tomers on tax exempt sales, if he is 
accounting for tax under the “discount 
method”, the discount factor may be 
adjusted to take this into account. 


Rentals 

Where a licensed wholesaler rents 
goods under exempt conditions, e.g. 
the goods are rented to a manufac- 
turer or producer under the exemp- 
tion for machines and apparatus used 
directly in the production of goods, 
the tax does not apply. If, however, 
the goods are subsequently sold under 
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taxable conditions, the licensed whole- 
saler must pay the tax on their cost 
or duty paid value as would have 
been the case had they been rented 
under taxable conditions in the first 
instance. Once the tax has been paid, 
no further tax is payable and no re- 
funds are allowed on either subse- 
quent rental or sale, even though, 
generally speaking, used or second- 
hand goods sold by licensed whole- 
salers are subject to sales tax. 


Used or Second-Hand Goods 

With the exception of the situa- 
tion described above, unless used or 
second-hand goods are uncondition- 
ally exempt from tax or are sold un- 
der exempt conditions, e.g. to a pro- 
vincial government, they are subject 
to sales tax if sold by a licensed 
wholesaler. This ruling embraces 
sales of warehouse, plant, or office 
equipment discarded by a licensed 
wholesaler and sales of “trade-ins”. 


Licensed Wholesaler Considered 
a Manufacturer 

Where merchandise, such as suits, 
dresses, drapes, etc., are made up for 
a licensed wholesaler out of raw ma- 
terials supplied and owned by him, 
he is regarded as the manufacturer 
thereof for tax purposes. Consequent- 
ly, he is required to obtain a manu- 
facturer’s licence and to account for 
sales tax accordingly. 

The foregoing review of the federal 
sales tax system has described the 
system in broad outline. In its ap- 
plication to the everyday operation of 
a business concern, it is probable 
that sales tax creates more than its 
share of problems, although in fair- 
ness it must be observed that fre- 
quently the problems arise as a result 
of too little attention to this tax. 
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From time to time the Customs and 
Excise Division of the Department of 
National Revenue issues regulations 
on matters of procedure, the deter- 
mination of “sales price” both general- 
ly and for particular “industries”, etc. 
The regulations are issued in the form 
of circulars, of which Circular No. 
1-C is of general interest, dealing as 
it does with freight and cartage, re- 
pairs, returns and payment of tax, 
goods lost in transit, the certificates 
to be quoted by licensees, etc. It is 
in these circulars that the sales tax 
system is embodied. As an indication 
of the type of information with which 
taxpayers are expected to be familiar, 
a few of the more common matters 
of general interest have been singled 
out for the following comments. 


Freight and Cartage 
Generally speaking, it is not in- 
tended that the “sales price” on which 
sales tax is paid should include freight 
or cartage charges. Regulation 21 of 

Circular No. 1-C provides that: 

1. Where a manufacturer pays the sales 
tax on the actual selling price of his 
products, freight and/or cartage paid 
to independent carrier companies for 
transporting the merchandise from his 
factory, including shipments from 
branch(es), to the purchasers is not 
taxable, provided that freight so paid 
is shown as a separate item on the of- 
fice copy of the sales invoice. 

2. Where manufacturers avail themselves 
of a wholesale discount fixed by the 
Minister in which freight has already 
been calculated in the discount, no fur- 
ther deduction for freight or cartage 
may be taken. 

8. Where a manufacturer is accounting for 

the sales tax on his wholesale price, es- 

tablished by sales to bona fide independ- 
ent wholesalers, and such price includes 
freight, equivalent deduction may be 
made on account of the freight or cart- 
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age paid to independent carrier com- 
panies for transporting his goods to other 
purchasers, i.e. the price to independent 
wholesalers, less prepaid freight to them, 
is the wholesale price on which the tax 
is payable. 

. Where a manufacturer operates branch 
warehouses and accounts for the con- 
sumption or sales tax on transfer of his 
products to the unlicensed branch(es) 
on his established wholesale price cal- 
culated in accordance with the preced- 
ing paragraph, the freight or cartage 
paid to independent carrier companies 
for transporting the goods from his fac- 
tory to such branch(es) may be deduct- 
ed before computation of the tax. 
Where such manufacturers also sell from 
the branch(es) to wholesalers beyond 
the point at which the branch(es) is 
located and prepay freight to them, 
this would be deductible and equivalent 
freight paid on sales to other purchasers 
could also be deducted, 

. It will be necessary that freight refer- 
red to above be shown as a separate 
item on the office copy of the sales in- 
voice and that evidence of payment to 
independent carrier companies by means 
of receipted freight or cartage bills be 
maintained on file for examination by 
excise tax auditors from time to time 
as may be required. 

. Retroactive adjustments or refunds on 
account of freight will not be permit- 
ted. 


In addition to the foregoing and the 
comments previously made concern- 
ing freight charges and _ licensed 
wholesalers, the following miscellan- 
eous rulings are worth bearing in 
mind: 

1. A notation on the original or office copy 
of an invoice to the effect that “the 
above price includes freight charges and 
cartage, if any, amounting to $100” 
satisfies the requirement that to be de- 
ductible, freight must be shown as a 
separate item. 

. Where a manufacturer sells goods with 
an allowance for freight and deducts 


the amount allowed on his invoice, the 
tax may be computed on the net invoice 
price. 


. Where goods are sold “freight allowed” 


and the customer deducts the freight or 
cartage charges paid by him, tax may 
be computed on the net amount remit- 
ted. Where the vendor has accounted 
for tax on the full amount of the in- 
voice, he may take credit for the ad- 
justment on his next succeeding tax 
return 


. Where goods are sold f.o.b. the place 


of shipment and the vendor pays the 
freight charges and cartage as a con- 
venience to the customer and adds these 
charges to the amount of his invoice, 
sales tax need only be computed on 
the amount charged for the goods. How- 
ever, where a manufacturer is account- 
ing for sales tax on a wholesale price 
fixed by the Minister, care should be 
taken to see if the discount fixed by 
the Minister permits a deduction for 
freight. Sometimes it does not and, in 
these cases, the excise tax assessors will 
seek to tax the price of the goods plus 
any freight, even though the freight is 
paid by the vendor only to accommodate 
his customer and even if the freight is 
charged on a separate invoice. 


. Where a manufacturer sells his product 


at a delivered price and collects as a 
separate item the sales tax at the full 
rate on the invoice price, he is required 
to account for the tax so collected. He 
is not permitted to make any deduc- 
tion for freight charges included in the 
delivered price even though it is noted 
on the office copy of the invoice, unless 
credit for the tax on the amount of 
the freight charges is given to the cus- 
tomer. In other words, the vendor can- 
not account for less tax than he collects 
from the customer. 


. Where a licensee finds it inconvenient to 


note the actual freight charges on the 
office copies of his sales invoices, he 
may apply to the Department to use a 
percentage deduction from his taxable 
sales in lieu of the actual freight charges 
paid. If permission is granted, the per- 
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centage will be based on the preceding 

twelve months’ operations. 

7. A charge made by a railway company 
for heating freight cars containing 
perishable goods in winter months may 
be treated as part of the freight charges 
in respect of which a deduction can be 
claimed. 

To sum up, an adjustment tor 
freight can often be made but only if 
two conditions are met. First, the 
freight and cartage must be paid to 
an independent carrier, e.g. cartage 
by a manufacturer’s own trucks is not 
deductible for sales tax purposes. 
Secondly, the amount of the freight 
and cartage has to be shown on the 
original or on the office copy of the 
sales invoice, except where permission 
has been granted the vendor to use a 
specified percentage deduction. 


Erection and Installation Charges 

Persons, firms or corporations who 
manufacture and erect or install their 
products are required to be licensed 
and to compute and pay sales tax on 
the total charges made, less actual 
costs for erection and freight to the 
job where the freight is paid to inde- 
pendent carrier companies. Circular 
No. 1-C describes items which may 
be included in “erection costs”. 


Goods for Manufacturer’s Own Use 


Goods manufactured or produced 
by a manufacturer for his own use 
are subject to sales tax based on the 
selling prices of like goods. Where 
such prices have not been determined 
by sales by the manufacturer, the 
value will be fixed by the Minister 
in each case. Usually, in the case of 
machinery, etc., the value for tax is 
the cost of materials, plus productive 
labour, plus 100% of productive la- 
bour, plus 15% of the total to cover 
supervision and profit, the tax to ap- 
ply on the overall total. 
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Sales tax does not apply to machin- 
ery and apparatus and complete parts 
thereof that, in the opinion of the 
Minister, are to be used directly in 
the process of manufacture or pro- 
duction of goods. 

The value for sales tax purposes of 
small tools and miscellaneous items 
produced in a manufacturer’s machine 
shop for his own use has been deter- 
mined as the cost of the materials 
used plus labour at $2.00 per hour. 
Where the tools are to be used di- 
rectly in the process of manufacture 
they are exempt from tax. 

The test to be applied to determine 
whether sales tax is payable on goods 
which a manufacturer makes for his 
own use is whether they would be 
taxable if he purchased or imported 
the goods. 


Machinery Rented by Manufacturer 

There is no general ruling dealing 
with all cases where goods are leased 
or given out by manufacturers on a 
rental basis only. 

Usually, in the case of machinery, 
etc., the value for tax is the cost of 
materials, plus productive labour, 
plus 100% of productive labour, plus 
15% of the total to cover supervision 
and profit. If, in addition to leasing 
or renting, a manufacturer sells the 
same machinery in the ordinary 
course of business, the price at which 
the machinery is sold will serve as the 
“sales price” in accounting for tax 
where machinery is rented under tax- 
able conditions. Second-hand ma- 
chines, that are not re-built machines, 
are not subject to sales tax whether 
sold or leased, except when they are 
sold or leased by licensed wholesalers. 

Where goods are leased under tax- 
able conditions, sales tax is payable 
at the time when the goods are ship- 








146 


ped or delivered to the lessee and the 
tax must be remitted on or before the 
end of the month following. 


Scrap and Waste 

The sale by licensed manufacturers 
of scrap or waste produced in the pro- 
cess of manufacture, such as brass 
clippings, waste ends of fabrics, etc., 
to junk, scrap or rag dealers who do 
not have sales tax licences is subject 
to sales tax. Scrap or waste accumu- 
lated other than by the process of 
manufacture, e.g. broken-up plant 
equipment, may be sold free of tax. 


Processing Materials 

It is provided that “materials (not 
including grease or lubricating oils) 
consumed or expended directly in the 
process of manufacture or production 
of goods” are exempt from sales tax 
where the manufacturer gives the re- 
quisite certificate of use and quotes 
his licence number. Such processing 
materials will include washing com- 
pounds, detergents, polishing cloths, 
waste, etc., used for cleaning machin- 
ery or apparatus used directly in the 
process of manufacture or production, 
crayons (marking) and lacing thread 
used in the process of manufacture 
of boots and shoes, steaming wrap- 
pers for use in textile printing opera- 
tions, etc. 


Canadian Tax Foundation 


The session devoted to federal sales 
tax at the recent annual conference of 
the Canadian Tax Foundation review- 
ed the practical problems of establish- 
ing a notional wholesale price for an 
industry, the lack of a satisfactory 
statutory definition of sale price and 
the absence of appeal procedures. 

The basic weakness in our present 
sales tax system appears to be that 
the Excise Tax Act does not prescribe 
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a realistic tax base on which to levy 
sales tax. The Act does not take cog- 
nizance of differences in price where 
a manufacturer sells like goods to 
wholesalers, retailers and consumers. 
If the letter of the law were fol- 
lowed, tax would be collected on the 
full selling price regardless of the 
customer. Consequently, the industry 
discounts permitted by the adminis- 
tration are ultra vires. Apparently it 
is next to impossible to so define sales 
price as to produce results which the 
industry discounts are designed to 
achieve, i.e. to have the tax apply to 
the price at which goods are sold or 
could be expected to sell to retailers. 


It may be that, in the past, too much 
emphasis has been placed on draft- 
ing a definition that is both equitable 
and applicable in all circumstances 
whereas, for practical purposes, a less 
than perfect definition would suffice. 
Until the definition of sale price in 
the Excise Tax Act is amended, there 
is no statutory reference on which to 
base an appeal from either the rate 
of discount which the administration 
establishes for an industry or for a 
firm or the manner in which the regu- 
lations are administered. 


The various opinions expressed at 
the conference would seem to indi- 
cate that the basic problems of the 
sales tax system are being crystallized. 
In time, it may develop that opinion 
will favour collection of sales tax on 
the price at which goods are sold to 
retailers, provided the rate is reduced 
appropriately. This would seem a 
logical development as it would ap- 
pear that the wholesaler’s role in the 
marketing system will continue to 
shrink in future and probably manu- 
facturers will sell a much greater vol- 
ume of goods directly to retailers than 
to wholesalers. 
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BY PETER C. BRIANT, M.B.A., C.A. 


Current Reading 





MAGAZINE ARTICLES 


EQUIPMENT 
“EDPM — Gerttinc Past THE Bar- 
RIERS TO Success” by D. Ronald Dan- 
iel. The Controller, December 1958, 
p. 572 et seq. 


The author of this article, a man- 
agement consultant, identifies six un- 
derlying reasons that, in his opinion, 
account for the disappointing experi- 
ences with electronic computers, and 
shows how they may be overcome or 
eliminated entirely. The six barriers 
are: 


1. The failure to establish genuine 

top-management interest and sup- 

port of electronic data processing 
as a concept. 

The inability to achieve an effec- 

tive blend of existing company 

personnel with specialists hired 
from outside. 

3. The absence of a realistic and 
workable relationship with the 
manufacturer of the electronic 
data-processing equipment. 

4. The failure to recognize and 

promptly act on the organization- 

al implications of electronic data 
processing. 

The inability to effect the be- 

haviour changes required to rea- 

lize many of the potential advant- 
ages of electronic data processing. 

6. The failure to anticipate the “dis- 
illusionment” that frequently de- 
velops during the first year of op- 
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eration. It results from excessive 
optimism at the beginning. 

Three conclusions emerge from the 
discussion of these six points: first, all 
are management problems and re- 
quire management thinking and ac- 
tion; secondly, the barriers are such 
that recognizing them is the major 
step toward solving or avoiding them; 
thirdly, the six barriers are all inex- 
tricably related. The solution of one 
facilitates the solution of the others. 


“E.ectronics — Its Impacr ON THE 
SysTeMs ProFEssion” by Edmund G. 
Benser. Systems & Procedures, No- 
vember 1958, pp. 2-5. 


“... The banding together of men 
in the systems field and the somewhat 
current development of electronic 
computers were coincidental. It may 
have resulted from the common 
knowledge that our economic system 
was expanding more rapidly than at 
any previous time and that there was 
need to prepare for the expansion. 
Oddly enough, there is not too close 
a relationship today between the de- 
velopers of electronic equipment and 
those who are responsible for devel- 
oping the systems which will use 
these tools. Also oddly enough, both 
groups have failed to some extent to 
grasp the real significance of what 
is happening. 

“In other words, the developers of 
equipment are thinking primarily 
about the equipment and how it 
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stacks up competitively. Systems 
men, on the other hand, are working 
with the details of specific operating 
applications; whereas, the main prob- 
lem exists at the top and broad level 
of the overall management of our 
economy...” 


“CONSIDERATIONS IN EQUIPPING THE 
Accountant's OrFice” by Lewis Bag- 
aloff. NAA Bulletin, December 1958, 
pp. 57-58. 

The most important factors to be 
considered in selecting equipment for 
an accountant’s office are said by the 
author to be: 

1. Simplicity of operation. 
2. Speed of operation. 

. Original cost of the machine. 

. Portability. 

. Flexibility. 

. Durability. 

. Cost of training operators. 


. The seller and his policy to- 
wards trade-ins, etc. 

. Service and maintenance. 

. Adaptability of the machine to 
the existing system. 

. Operating cost, including: sup- 


plies, space occupied, special 
equipment needed, forms, re- 
pairs, power used, etc. 

A full consideration of all the above 
factors, suggests Mr. Bagaloff, should 
guarantee a sound conclusion, result- 
ing in the most economical return. 


INTERNAL AUDITING 
“THE INTERNAL AUDITOR — FRIEND OR 
For?” by A. J. Gregory. The Internal 
Auditor, December 1958, pp. 51-58. 
“The ‘[internal] auditor's concern 
with human relations is not restricted 
to those involving employees... 
There are a few instances . . . where 
his relations with outside firms can 
be important. The first of these con- 
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cerns the company’s public account- 
ants .. . In the first place [internal 
auditors] can function as a liaison 
with other departments of the com- 
pany and arrange for the preparation 
of the various schedules required by 
the public accountants. They can re- 
view these schedules and bring addi- 
tions, deletions, or changes in ac- 
counts to the attention of the public 
accountants so that the required 
changes in schedules can be made. 
They can bring basic changes in ac- 
counting procedures to the attention 
of public accountants for their review. 
There are many auditing functions 
where the activities of the internal 
auditors tie in with the public ac- 
countant’s operations. For example, 
some phases of inventory and cash 
audits may be performed by the in- 
ternal auditors and observed by the 
public accountants. The confirmation 
of accounts receivable made by the 
public accountants may be referred to 
the internal auditors for an investiga- 
tion of differences reported. To some 
extent, the value of work performed 
by the public accountants will be in- 
fluenced by their confidence in the 
internal auditors. In order that they 
can become fully aware of the activi- 
ties of the internal auditors, they 
should be furnished with a copy of 
the internal auditor’s audit schedule 
at the beginning of each year and 
should receive a copy of each audit 
report as it is issued...” 


MANAGEMENT SERVICES 
“MANAGEMENT SERVICES BY C.P.A.’s” 
by Clinton W. Bennett. The Account- 
ing Review, October 1958, pp. 602- 
614. 

The growth of management services 


offered by public accounting firms is 
one of the most significant and inter- 
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CURRENT READING 


esting developments in the profession 
in recent years. In this article, Clin- 
ton W. Bennett reviews the historical 
development of the subject, suggests 
reasons for the current interest in ex- 
tending the practice of accounting 
beyond the traditional audit work and 
tax work, illustrates the breadth of 
problems the accountant may be call- 
ed on to handle in management ser- 
vices practice, and advises his readers 
how the usual practitioner or account- 
ing firm may develop such a practice. 


On the last point, Bennett stresses 
that the thing not to dois for the prac- 
titioner to decide some morning that 
he is going to engage in management 
services, hire himself a staff of experts 
in various fields, and advise his clients 
that he is in the management services 
practice. This, he says, is the surest 
possible way of ending up with plen- 
ty of trouble. The first step, in his 
view, is for the firm to determine its 
clients’ needs and to attempt to serve 
in those areas that are within its ca- 
pacities. In some cases, new partners 
with specialized education and experi- 
ence may have to be engaged. But 
Bennett has found that it is generally 
preferable to embark on an educa- 
tional and training program to im- 
prove the effectiveness of present staff 
members. 


The breadth of problems that an 
accountant may be called upon to 
handle in a management services 
practice is aptly illustrated by his 
case study involving the rehabilitation 
of a sick business. Any study of this 
type of problem includes the four 
areas of production, distribution, 
management, and economic prospect. 
Such work takes the accountant far 
outside the narrower confines of ac- 
counting per se, leading him into 
areas for which he will normally re- 
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quire specialized training and experi- 
ence. 


PRICING 


“PriciInG OBJECTIVES IN LARGE Com- 
pANiES’ by Robert F. Lanzilotti. The 
American Economic Review, Decem- 
ber 1958, pp. 921-940. 

Interviews with officials of 20 large 
American corporations reveal that 
realizing a particular rate of return on 
investment is the dominant objective 
governing pricing policies. In most 
cases, reports the author, achieving a 
target rate of return is regarded as a 
long-run objective. 

Among the reasons cited for the in- 
creasing popularity of this pricing 
technique, the major influences seem 
to have been: (a) an _ increasing 
awareness of and concern by manage- 
ment for  profit-capital-investment 
planning and capital budgeting; (b) 
the need for a common denominator 
for evaluating the performance of di- 
visions and product groups in the 
large multi-product company; and 
(c) the emulation, by competitors 
and others, of successful companies 
such as du Pont and General Motors 
that have followed a target-return 
policy for many years. 

Lanzilotti found, however, that no 
single objective or policy rules all 
price-making in any given company. 
In pursuit of policies that will yield 
the maximum satisfaction of the com- 
pany’s community of interests, one 
company will prefer stabilization of 
price and margin, another will seek to 
expand its market share, or to en- 
gage in continuous discovery and 
pre-emption of new fields, while oth- 
ers will be content to meet competi- 
tion, to satisfy a set target, or to aim 
at combinations and variations of 
these goals. 
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PROFESSIONAL 


“REFLECTIONS ON AMERICAN AUDITING 
ProcepurE, Part II” by P. M. Mc- 
Caw. The Accountants’ Journal, Oc- 
tober 1958, pp. 82-85. 


Reflections on the status of the 
American auditor by a New Zealand 
accountant who spent two years in 
England employing American audit 
techniques: “The [American] auditor 
normally is regarded as much more 
than one who merely reports upon the 
accuracy of published accounts. He 
may be asked to express his opinion 
on specific aspects of company finan- 
cial activities by means of answers to 
a questionnaire prepared by the com- 
pany. He is often made responsible 
to management for pointing out fail- 
ures by the company in carrying out 
procedural instructions as contained 
in its accounting manual. Often the 
auditor is the first person to whom 
the company turns for advice on the 
desirability or otherwise of changes 
in the system . . . In other words, he 
is regarded as being an independent 
adviser to the company. 


“In this, the American auditor ap- 
pears to have moved ahead of prac- 
tice in other parts of the world... 
That he is in this fortunate position 
is due probably in no small part to his 
flexible and objective approach to his 
audit. His work is characterized by 
constant probing and enquiry. Be- 
cause of his conviction that all finan- 
cial information is useful audit ma- 
terial, even though to more orthodox 
minds it is not necessary to the audit, 
he soon acquires a sound knowledge 
of many aspects of the financial or- 
ganization which the company will 
not be slow to appreciate. With this 
growing mutual confidence between 
auditor and client, the auditor’s statu- 
tory duties are not only facilitated, 
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but he also fulfils that highly useful 
and positive role in the community 
which, at least in the opinion of 
many, is to be expected of one who 
occupies such a unique position . . .” 


BOOK REVIEW 
“Dynamic Decade” by Eric J. Han- 
son; McClelland & Stewart Ltd., 
Toronto; 314 pages; $5.00 


The theme of this book is the evo- 
lution and effects of the oil industry 
in Alberta. The author examines the 
profound changes that have taken 
place in the economy of the province 
from 1946 to 1956 — the dynamic de- 
cade — as the result of the dramatic 
development of its petroleum re- 
sources within this short period. 

The author is Professor of Eco- 
nomics at the University of Alberta 
and this volume is basically a study 
in the economic field. In this respect, 
the techniques used to develop data 
for a regional economy are of special 
interest. 

But this book is more than an eco- 
nomic study. It is also a fascinating 
history of the Canadian petroleum 
industry and a comprehensive exposi- 
tion of the methods by which the 
industry operates. 

All these elements have been skil- 
fully blended into a book that will 
hold wide appeal. 

RoBERT E. WALLER, C.A. 
Calgary, Alberta. 


BOOK RECEIVED 
“Bank Credits and Acceptances” by Wil- 
bert Ward and Henry Harfield; The Ron- 
ald Press Company, New York; 277 pages; 
$7.00. 

A discussion of American financing de- 
vices in relation to the trade transaction 
within the context of international practice 
as well as American law. 
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BY JOHN W. CROWE, C.A. 


Admmstrative Accounting 





PENSIONS AND REGISTERED SAVINGS 
PLANS 


A contentious question for a num- 
ber of years has been whether com- 
pany pension plans should be con- 
tributory or non-contributory. The 
cost of contributory plans is shared by 
both company and employees, where- 
as non-contributory schemes are en- 
tirely financed by the company. By 
reason of the employee’s contribution, 
the level of benefits under contribu- 
tory arrangements will normally be 
higher than under non-contributory 
pension plans. Advocates of non- 
contributory plans argue that em- 
ployees are guaranteed a basic min- 
imum pension by the company and 
are free to supplement this by their 
own savings. If a portion of such 
savings is put into mutual funds or 
common stocks, employees will have 
a hedge against inflation not provided 
by normal pension plans. Moreover, 
the company is saved the task of ad- 
ministering what is in effect a sep- 
arate pension plan for each em- 
ployee. Proponents of contributory 
plans maintain that employees will 
not in fact save unless they are forced 
to do so. Moreover, the introduction 
in the early 1940’s of income tax pro- 
visions, exempting from tax the 
amount of individual contributions to 
registered pension plans, added a fur- 
ther almost overpowering argument in 
favour of contributory pensions. Per- 
haps a majority of companies yielded 
to the pressure and _ introduced 
schemes of this nature. 
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However, with the recent intro- 
duction of registered savings plans 
into Canadian tax legislation, the 
argument for contributory pensions 
has become considerably less potent. 
While these provisions were primarily 
designed to overcome the difficulties 
faced by professional and other self- 
employed people in providing for re- 
tirement income, they also apply to 
employees of companies with non- 
contributory pension plans. 


Registered Savings Plans 

To a large extent the operation of 
registered savings plans and regis- 
tered pension plans are parallel inso- 
far as the employee is concerned. In 
both cases the upper limit on annual 
contributions is $1,500 (i.e. assuming 
the employee in the registered savings 
plan also is covered by a non-contrib- 
utory pension), and the accumulated 
amounts are generally tied up for the 
specific purpose of providing an an- 
nuity or pension upon retirement. In 
the case of contributory pension plans, 
refunds of an employee’s contribution 
are usually possible only in the case 
of termination of employment or 
death; refunds from a registered sav- 
ings plan depending upon the par- 
ticular contract may be more flexible. 
The rules for taxation of refunds are 
slightly different. The registered sav- 
ings plan member’s refund is taxed at 
15% if it results from his death before 
maturity of the contract, and for any 
other reason at his marginal tax rate 
with a minimum of 25%. When a 
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member of contributory registered 
pension plans receives a refund under 
any circumstances, he may elect to 
be taxed at his average effective rate 
of tax in the preceding three years. 
Consequently, the member of the 
registered pension plan may enjoy 
some advantage over the owner of a 
registered savings plan contract in 
the matter of withdrawals, although 
where death is the cause of the re- 
fund a tax at the average rate of the 
three preceding years may be more 
than the 15% payable in the case of 
the savings plan. 


A wide variety of avenues has been 
opened up since the introduction 
of the savings plan regulations by 
which the tax-free contributions may 
be accumulated for the eventual pur- 
chase of an annuity. Very little alter- 
ation was necessary in the govern- 
ment annuity contracts, but unfortun- 
ately the maximum annuity obtain- 
able is still only $1,200 a year. By 
amending the terms of their policies 
to eliminate loan or surrender fea- 
tures, insurance companies have 
produced annuity plans that meet the 
new requirements. However, it has 
been the trust companies that have 
really taken advantage of the regula- 
tions. Plans have been devised that 
permit variations in annual contribu- 
tions from very low minimums to the 
maximum allowable under the regula- 
tions and that provide a considerable 
choice in the methods of investing the 
contributions. Some of these plans 
guarantee the amount paid in plus 
interest at a guaranteed rate for the 
first five years while others are in 
the form of fixed debt funds, equity 
funds or a combination of both in 
which contributions purchase a share 
at the current unit value. In addition, 
most of the investment companies, 


both closed-end and mutuals, have in- 
stituted plans based upon the pur- 
chase of their shares, which qualify 
under the regulations. Some group 
plans, mainly for professional associa- 
tions, have been worked out whereby 
the accumulation and investment of 
the funds are handled by a trust com- 
pany. An insurance company pro- 
vides the annuity at guaranteed rates 
upon maturity of the contract. 


To illustrate some of the possible 
ways in which advantage can be 
taken of the registered savings plan 
legislation as well as the possible re- 
sults in terms of retirement income, 
three examples are given below. In 
each of these cases it has been as- 
sumed that the participant is a mar- 
ried man, 40 years of age without 
children, has an annual income of 
$17,000 and will contribute $1,500 a 
year to a registered savings plan. 
Further, it is assumed that he will 
receive a pension of $5,000 at age 65 
which has been entirely paid for by 
his employer under a non-contribu- 
tory pension arrangement. 


Case 1 

Annuity plan (Assume money is 
accumulated in annuity at ap- 
proximately 4%.) 
Annuity at age 65 (premium of 
$1,500 a year from 40 to 65)... .$ 5,300 














Company pension ............. 5,000 
Retirement income ........... $10,300 
Income tax at current rates ..... 1,500 
Net retirement income ........ $ 8,800 
Case 2 
Fixed debt plan — 5% Interest 
Amount of $1,500 a year for 25 
MOSS hese kere $71,600 
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Annuity purchased at age 65 ... .$ 6,000 
(Cost of approximately $11,900 
per $1,000) 


Company pension 5,000 
$11,000 
Income tax at current rates 1,700 


$ 9,300 


Net retirement income 


Case 3 
Common stock plan — Return 7% 
(yield 5%—appreciation 2%) 
Amount of $1,500 a year for 


25 years at 7% $94,900 
Annuity purchased at age 65 ... .$ 8,000 
(Cost of approximately $11,- 
900 per $1,000) 
Company pension 5,000 
$13,000 
Income tax at current rates 2,300 
Net retirement income $10,700 








Since the employee in the example 
is in the 38% tax bracket, his net an- 
nual contribution toward retirement is 
not $1,500 but only $930. For this 
relatively modest contribution in re- 
lation to his income, he accumulates 
a substantial pension no matter which 
alternative he chooses. 


While the risk may be greater it is 
probable that a higher return over 
the long haul and some protection 
against inflation can be achieved by 
buying common stocks. The Cowles 
Commission calculated that over a 
period of 68 years ending in the 
middle of the great depression in the 
1930's, the average annual return on 
the representative group of indus- 
trial common stocks was 8.1%, com- 
posed of dividends of 5.3% and ap- 
preciation of 2.8%. Similarly the 
dividend yield on the Dow-Jones in- 
dustrial average over the last 50 years 
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has been more than 5% and the annual 
rate of appreciation has approached 
3%. 


It is reasonable to suppose that 
registered savings plans which in- 
clude a substantial portion of com- 
mon stocks will provide opportunities 
to combat the effects of inflation and 
share in the growth of Canada in a 
way not available to employees 
under contributory pension plans 
where investment policies must of 
necessity be rather conservative. A 
non-contributory pension plan gives 
employees an exceptional opportunity 
to take advantage of this situation. An 
employee is guaranteed from his com- 
pany-paid pension a retirement in- 
come of at least subsistence level. He 
can therefore afford to accept some 
of the risks inherent in common stock 
ownership especially when the gov- 
ernment (through tax reductions) is 
putting up part of the money. 


Comparison of Registered Savings 
Plans with Private Investment 

The obvious powerful advantage of 
a registered savings plan over any 
non-registered plan is that the contri- 
butions are allowed as deductions 
from taxable income. For a man earn- 
ing $10,000 a year the government's 
share of his annual contribution to a 
registered savings plan is 24%, for a 
man earning $17,000 it is 38% and for 
a man earning $25,000 it is 48%. Are 
there any disadvantages? 

Let us consider a man age 40 who 
is planning to accumulate his savings 
largely through the medium of com- 
mon stocks. If he follows a non- 
registered plan he can take advantage 
of the 20% credit for dividends and 
will pay no tax on capital gains. If 
he uses a registered plan, while he 
will get substantial assistance in tax 
relief in making his annual contribu- 
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tions, he will finally have to pay tax 
on the full amount of a terminal an- 
nuity. In other words, his dividends 
and capital gains will eventually be- 
come taxable. If he withdraws his 
money from a registered plan at any 
time he must pay tax at his marginal 
rate in that year or 25%, whichever is 


ON NN NO cg Ge sc ae os 


Registered plan (common stock): 


Annual gross contribution® ............ 


Accumulation at age 65: 


Dividends at 5% per year .............. 
Dividends at 5%, appreciation at 2% per year. . 


Non-registered plan (common stock): 
Marginal income tax rate ............. 


Comparable annual contribution ........ 


Accumulation at age 65: 


Dividends at 5% (after tax) ............ 


higher. Moreover, at age 71 under a 
registered plan accumulated savings 
must be invested in a fixed annuity. 
A non-registered accumulation can be 
left indefinitely in equity investments. 
In the examples below, an attempt 
is made to illustrate the relative im- 
portance of some of these factors. 


Dividends at 5% (after tax); and appreciation 


Re BE 2 oc Se cls PEAS Gistaeis oe 
% of accumulations under non-registered plan to 
registered plan (approx.) .............. 


A B c 
.... $10,000 $17,000 $25,000 
i $ 1,500 $ 1,500 
.... $47,700 $71,600 $71,600 
63,200 94,900 94,900 
24% 38% 
ass 76 930 855 
.... $35,300 $38,700 $31,200 
es 46,700 51,000 40,800 
aes 75% 55% 45% 














*In all cases it has been assumed that the individual is a member of a registered 
pension plan and that his contribution is therefore limited to 10% of income up to a 


maximum of $1,500. 


As one would expect, the accumula- 
tion of funds under a registered plan 
far exceeds that under a non-regis- 
tered plan. A $10,000 man can ac- 
cumulate 1/3 more than under a non- 
registered plan with comparable con- 
tributions. For a $25,000 man the 


registered accumulation is more than 
double that of a non-registered plan. 
However, if the funds are used to 
buy an annuity the entire annual re- 
ceipts are taxable under a registered 
plan whereas only the interest portion 
is taxable under the non-registered ar- 


rangement. For a life annuity pur- 
chased at age 65 the interest portion 
is about 20% of the annuity. In other 
words, a registered annuity is fully 
taxable whereas only one-fifth of a 
non-registered annuity is subject to 
tax. It can be readily seen, however, 
that tax rates at retirement age would 
have to be very high indeed for the 
balance of advantage to swing in 
favour of a non-registered plan. 

For the man earning $10,000 in 
the above example, it can be cal- 
culated that unless his effective retire- 
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ment tax rate exceeds 30% he is fur- 
ther ahead to have a registered plan. 
For the man earning $25,000 the 
effective retirement tax rate would 
have to exceed 65% to make a non- 
registered plan advantageous. Suffice 
it to say that unless effective retire- 
ment income tax rates are substan- 
tially higher than the average rates 
paid during a man’s working life, a 
registered plan will produce a better 
annuity upon retirement than a non- 
registered one. Since the retirement 
income of man will generally be 
much lower than his working income 
we would normally expect his effect- 
ive retirement rate of income tax also 
to be lower. The forecasting of future 
income tax rates, however, is at best a 
guessing game. 

One perhaps unnecessary restric- 
tion that the government has imposed 
in respect of registered savings funds 
is that they must be used to pur- 
chase a fixed annuity prior to age 71. 
The decision to permit the accumula- 
tion of savings for retirement in the 
form of equity funds has not been 
carried through to its logical con- 
clusion. If it is recognized that, 
through fear of inflation and a desire 
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to share in the expansion of the 
country, people are willing to accept 
the risks of common stocks should 
they not be permitted on retirement 
to leave their investment in that 
form? As has been proven in other 
cases, principally by the college re- 
tirement equities fund, it is perfectly 
feasible to establish an annuity where- 
by a certain number of units are 
withdrawn each year and _ these 
valued in relation to current stock 
prices and dividend income of the 
overall fund. In this manner the in- 
flation protection available during 
the years of saving would continue 
throughout the retirement period. 

With registered savings plans avail- 
able, individuals who are members of 
non-contributory pension plans can 
have all the advantages of a contribu- 
tory pension plan and much greater 
flexibility. They are in a position to 
take at least partial advantage of vari- 
able annuity principles. Companies 
with non-contributory plans might 
investigate the various registered sav- 
ings plans available and perhaps 
allow deductions from employee earn- 
ings for contributions to a selected 
few. 





BY J. E. SMYTH, F.C.A. 


Students Department cues vniceriy” 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants 
and reflect the personal views and opinions of the various contributors. They 
are designed not as models for submission to the examiner but rather as such 
discussion and exp!anation of the problems as will make their study of benefit 
to the student. “iscussion of solutions presented is cordially invited. 


PROBLEM 1 
Intermediate Examination, October 1957 
Accounting II, Question 6 (15 marks) 
On June 30, 1956, H Co. Ltd. acquired 95% of the capital stock of J Co. 
Ltd. and 90% of the capital stock of K Co. Ltd. 


During the six months ended December 31, 1956, the three companies 
reported net profits as follows: 


= Se eee reer $22,000 
I 2. ie Gia carta eaesoanbars 6,000 
IE 56 Suteatl Us nila lovtem niki 5,000 


There were no changes in the capital stock of the three companies during 
the six months ended December 31, 1956. 

On December 31, 1956, the following dividends were paid for the year 
ended on that date: 


ee $12,000 
ool vena wants 4,000 
Noisy nice sna dun? 6,000 


The dividends received by H Co. Ltd. from the two subsidiaries had been 
credited to. the revenue account “Income on investments”. 

The condensed balance sheets of the three companies as at December 31, 
1956 are shown on the attached columnar sheet. 


Required: 

Complete the work sheet for the consolidated balance sheet as at Decem- 
ber 31, 1956 (Submit calculations supporting each eliminating entry recorded 
on your work sheet. ) 


Editor's Note: Candidates were provided with a columnar work sheet which included the 
following data in the left hand columns: 
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CONDENSED BALANCE SHEETS — AS AT DECEMBER 31, 1956 
HCo.Ltd. JCo.Ltd. K Co.Ltd. 























ASSETS 
Current QMO nk. os ees Bie sha hen ait Batt $108,700 $ 44,000 $ 9,000 
De EN i ee ois ooo ea ORS 135,000 150,000 85,000 
I es ey ON a Nid ota iis iba REED _ - 6,000 
Investment in subsidiaries, at cost: 
SMES bose eas se ok, ere 156,000 
K Co. Ltd. Tirariselises chine ited cand atta ait 85,000 
$484,700 $194,000 $100,000 
LIABILITIES 
CGRPONEE TAMMIE ee Ssdocee sca caw etcabes ss $ 54,000 $ 35,000 $ 5,000 
Capital stock, par value $100 .... ....... 850,000 150,000 60,000 
Earned surplus .......... roe 80,700 9,000 35,000 


—— 








$484,700 $194,000 $100,000 

















A SOLUTION 
(For worksheet see page 158) 
H CO. LTD. 


WoRKING PAPERS FOR PREPARATION OF CONSOLIDATED BALANCE SHEET 
DECEMBER 31, 1956 


Adjustments and Eliminations Dr. Cr. 
(1) Capital stock — J — 95% of $150,000 ..................... 142,500 
Earned surplus — J — 95% of (9,000 — 6,000 + 4,000) .... 6,650 
RU NEMPEE De ltcree hnr tare Mier Nei Nes Seas Le OM As ated ala 6,850 
Investment in shares of J Co. Ltd. ................... 156,000 


To eliminate equity acquired by H Co. Ltd. 
in J Co. Ltd. as of June 30, 1956. 


(2) Capital stock — K — 90% of $60,000 .................... 54,000 

Earned surplus — K — 90% of $35,000 .................... 31,500 
Investment in shares of K Co. Ltd. .................. 84,100 
RURAMRTOR CL PPR eters Ano tng gor aiatlhe Cau eee a blah 1,400 


To eliminate equity acquired by H Co. Ltd. in K Co. Ltd. 
as of June 30, 1956, with Earned surplus and Investment 
accounts adjusted for the subsequent payment of dividends 
out of acquired surplus. 


pee RN IN i ns Shiai cld ra dinars skesartiaie ede sie s 900 
Investment in shares of K Co. Ltd. ................... 900 
Adjustment for subsequent payment of dividends out of surplus 
of K Co. Ltd. acquired as of June 30, 1956: 
Profits of K Co. Ltd. for six months ended 
oe a Ms oe ee re $5,000 
Diviaena pela by —& Co; VAG). oe. o3.. es oes cones 6,000 





nese i se See cure oh ($1,000) 
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(4) Capital stock — J — 5% of $150,000 .................... 7,500 
Earned surplus — J — 5% of $9,000 ..................... 450 

Minority ‘interest in J Co. TAG, .... 2.2: 2... ke ee , 7,950 


To record minority interest in J Co. Ltd. 
as of December 31, 1956 


(5) Capital stock — K — 10 % of $60,000 ..................... 6,000 
Earned surplus — K — 10% of $35,000 ..................... 8,500 
Sauumrity taterest ta H GCo. TAG, «noses ie eee seo 9,500 


To record minority interest in K Co. Ltd. 
as of December 31, 1956. 


Examiner's Comments 
Some candidates treated dividends paid at the end of the year as payable, and en- 
tered the payment on the work sheet “pro forma”. 


PROBLEM 2 
Intermediate Examination, October 1957 
Auditing I, Question 6 (12 marks) 

In reviewing the internal control in a specialty shop selling furs, women’s 

clothing and accessories, CA discovers the following: 

(i) There are cash registers for cash sales throughout the store. All 
payments on charge accounts must be made to the general office 
cashier. Pre-numbered duplicate receipts are issued when a pay- 
ment is received for the credit of any charge account, whether the 
payment is by cash or by cheque. When not busy at the cash 
wicket, the cashier helps with the posting of the accounts receivable 
ledger. 

(ii) Customers frequently pay their accounts with cheques of larger 
amounts than owed to the store and receive the excess in cash. 

(iii) Sales clerks are authorized to issue credit notes from pre-numbered 
pads on the receipt of returned merchandise. The credit notes may 
be either cashed at the general office or applied against further 
purchases. 

(iv) Sales made on charge accounts are written up by the sales clerks on 
pre-numbered duplicate invoices. Copies of each day’s charge 
invoices, together with any credit notes issued, are sent to the 
general office daily. 

(v) Cash registers at each counter are kept locked and the office man- 
ager “clears” them and balances the cash at the end of each day. 
Sales clerks frequently use cash registers other than the one at their 
own counter when helping out another counter during the rush and 
lunch hours. 


Required: 
For each of the procedures listed above, state what revisions, if any, 
should be made to remedy any deficiencies in the system of internal control. 
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A SOLUTION 


Revisions Required to Remedy Deficiencies in System of Internal Control 


(i) The practice of having the cashier assist with the posting of the accounts 
receivable ledger should be discontinued if the danger of “lapping” is to 
be avoided. The cashier should have no duties with respect to the re- 
ceivable records. 

(ii) The practice of accepting cheques from customers in excess of the 
amount owed, and of paying the excess back in cash, should be discon- 
tinued. It complicates the control on remittances received in the form 
of cheques and permits cash payments without approval. Cheques 
cashed for customers should be approved by the credit manager. 

(iii) The procedures used for issuing credit notes for returned merchandise 
do not guard against the issue of fictitious credit notes, and permit cash 
refunds on charge account merchandise. All credit notes should be 
signed for receipt of merchandise and approved by a responsible em- 
ployee. Only designated employees should be authorized to sign credit 
notes. No cash refunds should be made on credit notes issued for the 
return of charge account merchandise. 

(iv) The procedure described is adequate, and no revision is necessary. 

(v) In the procedure used, the office manager has access to both the cash 
receipts and the original record of the receipts (the cash register tapes). 
A better procedure is to have the cash receipts sent each day directly to 
the general cashier who makes up the bank deposit and deposits the 
receipts in the bank. The general cashier would prepare a daily re- 
port of cash receipts by registers and the office manager would then 
check this report with the totals of the cash register tapes. The prac- 
tice of permitting sales clerks to use other cash registers should be dis- 

continued because it makes it impossible to identify the particular clerks 

who are responsible for cash shortages and overages. 


PROBLEM 3 
Final Examination, October 1957 
Accounting III, Question 4 (22 marks) 


As a result of extensive expansions in its operating facilities, K Co. Ltd., 
a medium-sized manufacturing concern, is faced with the problem of secur- 
ing outside financial assistance. Management has suggested that it might 
be advisable for the company to enter into a sale and leaseback contract on 
the company’s property rather than to issue bonds or obtain a mortgage loan. 

Management has asked CA, the shareholders’ auditor, to assist in the 
preparation of a brief on the proposed financing for presentation to the share- 
holders. They advise CA that a contract could be made with one of the 
large life insurance companies to purchase the company’s property at its 
present book value, $250,000, consisting of buildings worth $200,000 and land 
worth $50,000. The leaseback contract would call for annual rental of 
$19,000 for an initial period of 25 years and renewal periods extending for a 

























161 





STUDENTS DEPARTMENT 


further 20 years. All expenses relative to the buildings are to be paid by the 
lessee. 

For the purpose of considering the sale leaseback arrangement, manage- 
asked CA to compare this method of financing with a mortgage loan or bond 
issue of $250,000 repayable in 25 annual instalments of $10,000, with interest 
payable at 5% per annum. Over the 25 year period, interest payments would 
amount to $162,500. 

Depreciation of the company’s buildings is taken at 5% on the diminish- 
ing balance method and over a 25 year period this method would reduce 
the book value of the buildings by 72.26%. 


Required: 

(12 marks) (a) The general advantages and disadvantages of the use of sale 
and leaseback contracts as a financing medium, which CA 
should suggest that management bring to the shareholders’ 
attention. 

(10 marks) (b) Statements or schedules for presentation to the shareholders 
contrasting the cash flow and the effects on net profits over 
a 25 year period of: 

(i) proposed sale and leaseback contract, 
(ii) bond issue or mortgage loan. 


Nore: Students may assume an income tax rate of 47% over the 25 year period. 


A SOLUTION 


(a) Advantages and Disadvantages of the Use of Sale and Leaseback 
Contracts as a Financing Medium 


Advantages 
1. This type of contract makes it possible for management to maintain an 
adequate level of plant facilities without impairing working capital, and 
without experiencing the restrictions of other financing methods. The 
decision to sell a property under a leaseback plan should of course be 
based on a conviction that the working capital thus provided can be put 

to and maintained in profitable use. 

2. The leaseback arrangement presents a possible means of effecting tax 
savings. The total annual rental paid to the lessor may be deducted as 
an expense. If, instead, the tax-paying company owned its facilities, it 
could deduct for tax purposes only the aggregate of interest on borrowed 
capital and capital cost allowance on its depreciable plant and equipment. 
In calculating tax liability it is possible to report the cost of using assets 
more rapidly under the leaseback plan than under the system of record- 
ing depreciation on owned facilities. The annual rental charges also 
cover the cost of the land, which is not taken into account in calculating 
capital cost allowances. 

8. The leaseback plan offers a means of avoiding obsolescence. The ability to 

sub-let properties which no longer effectively fulfil their function for the 

company provides management with an escape from the threat of having 
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the company at some future time holding property which has become 
obsolete. 


Disadvantages 


1. 


The leaseback contract usually contains clauses which prevent the lessee 
from making changes or additions to the property without obtaining the 
consent of the lessor. These requirements may sometimes inhibit a 
completely free use of the assets. 

The arrangement is continuously subject to the possibility that the lessee 
will be dispossessed at the termination of the lease. 

Leasing may be more expensive than ownership. 

The lessee is subject to the dangers of financial instability on the part 
of the lessor. If the lessor should fail, the lessee company must accept a 
new landlord and be ready for litigation if necessary to protect its rights. 
The prestige inherent in ownership is absent in the leaseback arrange- 
ment. 


K CO. LTD. 
EFFectT OF ALTERNATIVE FINANCING METHODS ON CasH FLOW 
AND Net Prorirs Over A TWENTY-FIVE YEAR PERIOD 


Sale and leaseback Mortgage or bonds 
Cash flow Effect on profits Cash flow Effect on profits 


RR fev cea $475,000 $475,000 _ _ 
UNIS sis cs! fovete isiars ats e-oe _ —_ $250,000 _ 
Interest — -_ 162,500 $162,500 








475,000 475,000 412,500 162,500 


Deduct depreciation expense 
not recorded under sale 
and leaseback plan ........ - 144,520 _ = 





— —_——— —_-—— 


475,000 330,480 412,500 162,500 


Deduct Tax reduction re- 
lated to additional expense 
SOD hide woke . 155,326 155,326 76,375 76,375 


RON hss athnewse an exe $319,674 $175,154 $336,125 $ 86,125 


i. 


2. 











Examiner's Comments 


Some candidates confused a sale and leaseback contract with a hire- 
purchase agreement. 

A number of candidates failed to understand the ways in which the effect 
on net profit may differ from the effect on cash flow. 
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Alberta 

P. Hanhart, C.A. announces the opening 
of an office for the practice of his profes- 
sion at 808 — 9th St. S., Lethbridge. 

A. Young, C.A. announces the formation 
of a partnership with R. M. Parkyn, C.A. 
and T. G. McNab, C.A. The partnership 
will be known as Young, Parkyn & McNab, 
Chartered Accountants, with offices at 220 
British Canadian Trust Bldg., Lethbridge. 

Ian Kennedy, C.A. has been appointed 
secretary-treasurer of Okanagan Helicopters 
Ltd. 


British Columbia 

A. P. Gardner & Co., Chartered Account- 
ants, and Geoffrey Harris, C.A. announce 
the amalgamation of their practices. The 
partners in the new firm will be A. P. 
Gardner, C.A., T. F. Rose, C.A. and G. 
Harris, C.A. The new firm will continue in 
the name of A. P. Gardner & Co., Chartered 
Accountants, with offices at Terrace and 
Kitimat. 

Anton Miachika, C.A. announces the 
opening of an office for the practice of his 
profession at No. 518, 1030 West Georgia 
St., Vancouver 5. 

W. R. Beacom, C.A. announces that he 
has severed his connection with the firm 
of Chadwick, Beacom & Co., Chartered Ac- 
countants, and that he has opened an office 
for the practice of his profession at 26 
Lorne St., New Westminster. 

Colin E. C. Stewart, C.A. has been ap- 
pointed plant controller of Western Copper 
Mills Ltd., Annacis Island. 

Ian R. A. Mills, C.A. has been appointed 


uh nS 


os, 
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director of finance for the B.C. Power 
Commission. 


Manitoba 

S. B. Laing, C.A. has been appointed 
comptroller and chief accountant, French 
Petroleum of Canada Ltd., Calgary. 

Gilman, Burke, Newman & Co., Chart- 
ered Accountants, announce the removal of 
their offices to 507 Lindsay Bldg., Winni- 
peg 2. 

D. H. Wheeler, C.A. comptroller, The 
Ogilvie Flour Mills Co. Ltd., Grain Div., 
addressed the Winnipeg Chapter of the Na- 
tional Office Management Association on 
December 15, 1958. 


Nova Scotia 

Peat, Marwick, Mitchell & Co., Chartered 
Accountants, and Johnson, Smith & Co., 
Chartered Accountants, Halifax, announced 
that their practices have been combined and 
will be carried on as Peat, Marwick, Mit- 
chell & Co. 


Ontario 

Duckman, Kurtz, Resnick & Co., Chart- 
ered Accountants, 12 Richmond St. E., To- 
ronto, announce the admission to partnership 
of Irving Rosen, C.A., M. M. Papernick, 
C.A. and C. M. Zeifman, C.A. 

Henry Glover & Co., Chartered Account- 
ants, Toronto, announce the admission to 
partnership of F. R. Balmer, C.A. 

A. R. MacCallum, C.A. has been appoint- 
ed a director of the American-Standard 
Products (Canada) Ltd., Toronto. 

A. R. Marchment, C.A. has been ap- 
pointed secretary-treasurer of Pacific Fi- 
nance Credit Ltd. 
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Ross, Touche & Co., Chartered Account- 
ants, announce the removal of their Tor- 
onto offices to Bank of Canada Bldg., 250 
University Ave. 

E. C. Direnfeld, C.A. and Oscar Fisher, 
C.A. announce the formation of a partner- 
ship for the practice of their profession un- 
der the name of Direnfeld, Fisher & Co., 
with offices at 21 Dundas Square, Toronto. 


Quebec 
Irving London, B.Com., C.A. announces 


the removal of his office to 3448 Peel, 
Montreal 2. 

E. H. Veinish, C.A., a partner in the firm 
of Veinish, Blauer & Co., Chartered Ac 
countants, addressed the meeting of the So- 
ciety of Industrial and Cost Accountants, on 
“The effect of changing dollar values on re- 
placement costs”. 

W. F. White, B.Com., C.A. has been ap- 
pointed comptroller and secretary of Stand- 
ard Telephones & Cables Mfg. Co. (Can- 
ada) Ltd., Montreal. 


- 





INSTITUTE NOTES 


B.C. INSTITUTE 
Convocation — January 15, 1959: Sixty- 
nine of the 73 successful candidates in the 
1958 final uniform exams received member- 
ship certificates at the convocation held in 
Brock Hall on the U.B.C. campus on Thurs- 
day, January 15, 1959. Membership in the 
Institute now totals 997. 

Convocation speaker was Hon. Frank 
Mackenzie Ross, C.M.G., M.C., K.StJ., 
LL.D., Lieutenant-Governor of the Province 
of British Columbia. C.I.C.A. president 
John H. Helliwell, and representatives from 
the University of British Columbia, assisted 
with the awarding of prizes and certificates. 

On February 2, J. O. St. Clair-Sobell, 
Ph.D., head of the Department of Slavonic 
Studies, speaks on his experiences at the 
Fourth International Congress of Slavists 
held in Moscow from September 1-10, 1958. 

Hon. Ray Williston, Minister of Lands, 
Forests and Mines, is scheduled to speak 
on March 2. 


C.A. Wives Club — Vancouver Chapter: 
The C.A. Wives Club held a luncheon meet- 
ing on January 28, 1959, at Capilano Gar- 
dens, Park Royal, West Vancouver. The 


speaker was Robertson D. Noble, chairman 
of the 1959 C.I.C.A. Conference Local Ar- 
rangements Committee, who outlined plans 
for the 57th annual conference to be held 
in Vancouver from September 13 to 16, 
1959. 


1959 C.1.C.A. Conference: During the visit 

to Vancouver in December 1958 of J. R. 

M. Wilson, chairman of the C.I.C.A. Annual 

Conference Committee, a series of organi- 

zational meetings for the 1959 C.I.C.A. 

conference were held. The following Local 

Arrangements Committee has been set up: 

Chairman: Robertson D. Noble. 

Sub-Committee Chairmen: 

Registration & Statistics: W. D. Lennox 
(Price Waterhouse). 

Hotel Reservations: G. W. Woods (West- 
ern Canada Breweries Ltd.). 

Publicity: D. W. G. Smallbone (Peat, Mar- 
wick, Mitchell & Co.). 

Transportation: Tom Chambers (B.C. Elec- 
tric). 

Entertainment and Refreshments: Don Cor- 
bett (Perco Industries Ltd.). 

Ladies: Mrs. Ian H. (Pat) Bell (C.A. 


Wives Club president). 
Continued on page 166 
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ae) COLL 
C.1.C.A. Publications 


Immediately on release 












Last year The Canadian Institute 
of Chartered Accountants planned a 
Permanent mailing list to help its 
members obtain publications easily. 






Those on the list are sent every publication when issued and saved 
the trouble of having to place a separate order each time a new 
book or brochure is published. They are also assured of receiving 
copies of new publications immediately after release. 


Already 350 individuals and companies have listed their names with the 
Institute and have been receiving its interesting and informative publi- 


cations. 


So far a variety of subjects have been covered such as grain account- 
ing, accounting for the forest product industries, integrated and elec- 
tronic data processing, municipal finance, Canada's investment business. 
The latest to appear this month is accounting for the small retail store. 
More brochures are planned for publication later this year. 


You are invited to enter your name on the permanent mailing list and 
receive the Institute's publications as they become available (averaging 
three per year). The only cost to you is the regular price of the publi- 
cation. There is no special charge for this service. 


Take advantage of this service by mailing the coupon below:— 


THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 
69 Bloor Street East, Toronto 5, Oatario 


Please enter my name on the permanent mailing list, starting with “Small Retail Store 
Accounting" (price $1.25). | expect to receive Institute publications as they become 
available (averaging 3 per year). 








Order Form 
C.1.C.A. PUBLICATIONS 


(For description of publications 
see page opposite) 


Financial Reporting in Canada, 
(members $4.00) $5.00 


1 Accounting Terminology 
(members $2.00) 2.50 


0 Integrated and Electronic 
Data Processing in Canada 1.75 


(0 Canada's Investment Business 1.75 
(J Grain Accounting in Canada 1.25 
(1 Municipal Finance in Canada 1.25 


C Small Retail Store 
Accounting 1.25 


(J Accounting for the Forest 
Product Industries 1.75 


(1 Should Small Business 
Incorporate? 25 


0 Auditing Procedures 


( Chartered Accountants 
Examinations in Canada .... 


C) Binder and Set of Research 
Bulletins 


0 Binder for bulletins 


(0 Examination Questions; 1950 
1954, 1955, 1956, 1957 
(ea.) 


[) Examination Solutions: 1956 


The Canadian Institute of 
Chartered Accountants, 
69 Bloor St. East, Toronto 5, Ont. 


Please send (postage prepaid) pub- 
lications checked above. Enclosed find 


remittance of $ 
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These members will work in liaison with 
the C.I.C.A. Annual Conference Commit- 
tee, whose local representatives are Alex 
Campbell and George Cumpston, and with 
the Executive Committee of the B.C. Insti- 
tute. Please be alert to any calls for assist- 
ance which will be made, as the staging of a 
C.I.C.A. conference has developed into a 
large-scale enterprise requiring the support 
of many local members. Remember the 
conference dates — September 13 to 16. 


ONTARIO INSTITUTE 

Officers and Council: As a result of the 
death of J. G. Brown, F.C.A., vice presi- 
dent, elections were held to fill the vacancy 
in the executive, and on December 16, the 
following officers were elected: R. B. Dale- 
Harris, F.C.A., vice president; W. J. Ayers, 
F.C.A., secretary; T. C. Kinnear, F.C.A., 
treasurer. G. H. Ward of Ward, Welch, 
Hall & McNair, Toronto, was elected to 
fill the vacancy on the Council. 


Presentation of Certificates: The ceremony 
of presenting membership certificates to the 
211 successful candidates of the 1958 exam- 
inations will be held in the concert hall of 
the Royal York Hotel, Toronto, on Friday, 
February 13, 1959, at 8:15 p.m. Mr. J. 
G. Glassco, O.B.E., F.C.A., vice-president 
of Brazilian Traction Light and Power Co. 
Ltd., will give the address of welcome to 
the new members. Mr. Glassco is a past 
president of both the Canadian and On- 
tario Institutes of Chartered Accountants. 
The number of graduates is the largest in 
the history of the Institute. 


Affiliates: The following have been admitted 
to membership by affiliation: John B. At- 
kinson (Que. ’38), William H. Bailey (Alta. 
29), Robin W. Butler (Eng. ’58), Keith 
C. Cardiff (Alta. 52), Douglas A. Clarke 
(Eng. 27), Gene D. Dennis (P.E.I. 56), 
Colin G. B. Faulkner (Eng. 56), Thomas 
S. G. Flett (Scot. ’56), John H. Freke 
(Eng. °52, N.B. 56), Roy E. Hedmann 
(Eng. ’58), George S. Henderson (Scot. 
53), Jacques Latremouille (Que. ’57), 
Spenser S. MacIntosh (N.S. ’47), Griffith 
M. Marshall (Que. ’53), Vincent A. Paten- 
aude (Que. ’58), Theodore Rhenius (Eng. 
56), William G. Russell (Alta. 56), Alan 
D. Stickler (Eng. ’50), James E. C. Wal- 
lace (Scot. ’57). 
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BOOKS and 


FINANCIAL REPORTING 
IN CANADA, 2nd ed., 1957 


Designed for those who plan and prepare 
financial statements (members $4.00) $5.00 


ACCOUNTING TERMINOLOGY 


A 77-page dictionary defining words and 
SWVNODE sccccucacsadscenes (members $2.00) $2.50 


INTEGRATED and ELECTRONIC 
DATA PROCESSING IN CANADA 


Valuable reading for those interested in 
automatic data processing. Chapters on 
auditing electronically produced records, 
evaluating E.D.P. possibilities and case his- 
tories $1.75 


CANADA'S INVESTMENT 
BUSINESS 


One of the best book- 
lets on the mysteries 


of the investment busi- 
ness — Toronto Globe 
i $1.75 ag 


GRAIN ACCOUNTING IN 
CANADA 


A useful reference for those interested in 
PMI CRONIN acess sacsiccscxcsnccssatcansevsaneee $1.25 


a 


SS 


BROCHURES 


MUNICIPAL FINANCE IN 
CANADA 


Municipal finance officers and auditors will 


AA 





See eee n ee eeneereeseenewas se eeeseeesesseseeseseewenewenes 


SMALL RETAIL STORE 
ACCOUNTING 


A valuable brochure 
for the small retailer 
intent on seeing his 
business prosper. $1.25 





ACCOUNTING FOR THE FOREST 
PRODUCT INDUSTRIES 


Concise descriptions of forest product indus- 


tries’ operations and special accounting 
MIO © os sees avescs seers $1.75 
SHOULD SMALL BUSINESS 
INCORPORATE? 

An outline of the advantages and disadvan- 
tages of incorporation ........scseccmerceesseees 25¢ 


AUDITING PROCEDURES 

This introduction for the student-in-accounts 
has become a standard handbook........ $1.25 
CHARTERED ACCOUNTANTS 
EXAMINATIONS IN CANADA 


ACCOUNTING and AUDITING RESEARCH BULLETINS 


Bulletins, No. 2 and Nos. 4 to !5 
English OF FOWGW ...ccssicscecsscoosssessesse (ea.) .25 


EXAMINATION QUESTIONS and SOLUTIONS 


Questions, 1950, 1954, 1955, 1956, 
1957 


Bee acee hae A Seas ete (ea.) 50¢ 


A guide for exam. candidates ............ 50c 
Binder for bulletins .............:cccsecsseeeseees $1.00 
Binder and set of bulletins................ $3.00 
ONE, U9TGG GING © oivicscasccsccssesicssessaiexens 50e 


Order these publications (postage prepaid) from 


The Canadian Institute of Chartered Accountants 


69 Bloor Street East 
< 


Toronto 5, Ontario 


See opposite page for order form 
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76th Anniversary Dinner: Friday, March 18, 
1959, will be the date of the next annual 
dinner of the Institute which will be held in 
the Royal York Hotel, Toronto. Mr. J. D. 
Gibson, general manager of the Bank of 
Nova Scotia, Toronto, will be the guest 
speaker. 


Library: Recent additions are — “Deloitte 
& Co. 1845-1956” Oxford University Press. 
“High Speed Data Processing” by Gotlieb & 
Hume, McGraw Hill & Co. “Principles of 
the English Law of Contract” by W. R. 
Anson, Oxford University Press. “Essentials 
of Accounting” by W. A. Paton and R. L. 
Dixon, MacMillan. “Whole Dollar Account- 
ing” by F. A. May and A. F. Klingman, 
Controllership Foundation Inc. “Proceed- 
ings of Seventh International Congress of 
Accountants 1957”. “Accountants’ Fees and 
Profits” by R. Sproull, Professional and 
Trade Books Ltd. “Accounting Trends and 
Techniques, 1958”, American Institute of 
Certified Public Accountants. 


QUEBEC INSTITUTE 

Open House Meetings: The program of the 
Public Relations Sub-Committee on Re- 
cruitment includes open house meetings in 
the Institute Assembly Hall for students in 
high schools and classical colleges in the 
Montreal area. The first meeting, for Eng- 
lish students, was held on Tuesday, Janu- 
ary 13. The French meeting is scheduled 
for Thursday, February 5. 

The sub-committee has also organized a 
panel of speakers to address classes in the 
various schools and is now arranging speak- 
ing dates for them. 


Convocation — March 21: The annual con- 
vocation of the Institute will take place at 
3.00 p.m. on Saturday, March 21, in the 
ballroom of the Ritz Carlton Hotel, Mont- 
real. Certificates and prizes will be pre- 
sented to successful candidates. 


Students Society: A large audience attended 
the third in a series of forums sponsored 
by the Students Society in December. The 
speaker was Arthur W. Gilmour, C.A., and 
his subject “Undistributed Income”. 

Earlier the society held an “indoctrination 
day” for students newly registered with the 


Sessions were conducted in both 


English and French. 


Institute. 


CALGARY C.A. CLUB 


Officers elected for 1958-59 at the recent 
annual meeting of the Calgary Chartered 
Accountants Club were D. R. Hagerman, 
president; D. G. Buchanan, vice-president; 
D. A. McKay, director; K. H. Coppock, 
secretary-treasurer. The club now has a 
membership of nearly 300. 


C.A. CLUB OF OTTAWA 


On December 11, the club heard an in- 
teresting and entertaining address by Hon. J. 
Waldo Monteith, Minister of National 
Health and Welfare. Taking as his sub- 
ject “A Chartered Accountant Looks at 
Government”, Mr. Monteith explained 
some of the intricacies of his department 
and emphasized the importance of the 
existing financial, administrative and po- 
litical checks and balances, which the public 
at large is inclined to think of as red tape. 

Being the only chartered accountant in 
the Commons, Mr. Monteith was conscious 
of being a Daniel in a lions’ den of lawyers. 
He felt the accounting profession had much 
to offer in present day government and 
should be better represented in the House. 
“Think about it,” he suggested, “there is 
another election coming in two or three 
years.” 


LE CLUB DES COMPTABLES AGREES 
DES CANTONS DE L’EST 


Le mois dernier, le club tenait sa pre- 
miére assemblée de la présente saison. Le 
conférencier invité lors du buffet servi au 
club social de Sherbrooke, était M. Gear 
McIntyre, sous-ministre du Revenue Na- 
tional, Division de l’Impét sur le Revenu. 

Parmi les autres invités, on remarquait M. 
Howard Ross, C.A. président de l'Institut 
des Comptables Agréés de Québec et M. 
C. D. Mellor, C.A. secrétaire de l’exécutif de 
cet Institut. M. J. M. Laverdure, C.A., di- 
recteur du bureau de l’impét pour le Dis- 
trict de Sherbrooke, agissait comme prési- 
dent de l’Assemblée. 

Il y eut aussi une réception civique suivie 
d’un “cocktail”. Le “cocktail” fut donné a 
la résidence de M. et Mme Charles-Emile 
Bélanger, C.A. 
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CLASSIFIED ADVERTISEMENTS 
All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 
Rates: Positions wanted, $7.00 per column inch; Positions offered, 
$10.00 per column inch; Open rate, $17.00 per column inch. 
Closing date is 13th of preceding month. 





ACCOUNTING PRACTICE WANTED: 
Chartered accountant desires to purchase 
accounting practice in Montreal and 
vicinity, English or French. Box 842. 


PRACTICE WANTED: C.A. resuming resi- 
dence in Vancouver wishes to purchase 
small or medium sized practice or to enter 
partnership with a view to eventual pur- 
chase. Box 853. 





CHARTERED ACCOUNTANT, with small, 
growing practice in Toronto, wishes to dis- 
cuss the possibilities of merging with sole 
practitioner in similar position. Box 854. 


CHARTERED ACCOUNTANT, B.Com., 
R.LA., 26, professional and taxation experi- 
ence, desires position with industrial orga- 
nization anywhere in Canada. Box 851. 


CHARTERED ACCOUNTANT, age 27, 
with diversified professional experience in 
eastern and Western Canada since qualifi- 
cation, desires association with small C.A. 
firm, with partnership prospects. Box 855. 





C.A., aged 34 with 9 years professional and 
7 years industrial experience, desires chal- 
lenging position with good opportunity for 
advancement. Will consider professional 
or industrial sources. Willing to relocate 
in Canada or abroad. Box 850. 


C.A., B.Com., presently employed with re- 
liable industrial company desires position 
with professional firm, or one of responsi- 
bility in industry. Late thirties. Several 
years diversified industrial and professional 
experience. Box 852. 


CHARTERED ACCOUNTANT, B.Com. 
degree, broad professional insurance and 
municipal experience, requires position, 
available immediately. Box 837. 


QUALIFIED CHARTERED ACCOUNT- 
ANT: Female chartered accountant wanted 
to act as full-time secretary of accounting 
practice committee of national firm of 
chartered accountants. Position available 
immediately. Box 856. 


ONTARIO HYDRO 
requires 
ADMINISTRATIVE AND ACCOUNTING ASSISTANTS 
A training program lasting 2% years provides training on varied locations and 
in all aspects of Accounting and Auditing work. 
Good opportunity for advancement because selections of specialist and super- 


visory staff are made from within. 


Salary increments at six month intervals during training period. 


Qualifications — A professional accounting degree or a university degree in Com- 
merce or Business Administration combined with potential to assume supervisory 
positions. 

Age — 22 to 30. 

For further information write:— 


Supervisor Employment Services, 
Ontario Hydro, 

620 University Avenue, 

Toronto, Ontario. 
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BARRISTERS AND SOLICITORS 





MACLEOD, McDERMID, DIXON, BURNS, McCOLOUGH, 
LOVE & LEITCH 


Barristers and Solicitors 


6th Floor, Hollinsworth Building - - - Calgary, Alta. 


PITBLADO, HOSKIN, BENNEST, DRUMMOND-HAY, 
PITBLADO, McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


Barristers and Solicitors 


Roy Building - - : : - Halifax, N.S. 


ROSS & ROBINSON 
Barristers and Solicitors 


Canadian Bank of Commerce Chambers - Hamilton, Ont. 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 
Barristers and Solicitors 


STEWART, SMITH & MACKEEN 
88 Metcalfe Street - - - - Ottawa 4, Ont. 


BORDEN, ELLIOT, KELLEY & PALMER 


Barristers and Solicitors 


The Bank of Canada Building, 250 University Avenue - Toronto 1, Ont. 
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PRATTE, TREMBLAY & DECHENE 
Barristers and Solicitors 


100 Place dYouville, Suite 200 - - - Quebec, P.Q. 


WRIGHT & McTAGGART 
Barristers and Solicitors 


67 Yonge Street : - - . Toronto 1, Ont. 


BEAULIEU, BEAULIEU & CASGRAIN 
Barristers and Solicitors 


Kent Building, 10 St. James Street East - Montreal 1, Que. 


COMMON, HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Barristers and Solicitors 
Royal Bank Building - - -  - Montreal 1, Que. 


DIXON, SENECAL, TURNBULL, MITCHELL, STAIRS, 
CULVER & KIERANS 


Barristers and Solicitors 
Bank of Canada Building - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 
Barristers and Solicitors 


464 St. John Street - - - - - Montreal 1, Que. 
STIKEMAN & ELLIOTT 
Barristers and Solicitors 
505 Bank of Canada Building - - Montreal 1, Que. 
MacPHERSON, LESLIE & TYERMAN 
Barristers and Solicitors 
22386 Albert Street . - - Regina, Sask. 
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LIFE INSURANCE 


MERTON DURANT — ROSS DURANT 
We offer service based on many years of successful experience. 


Pension Plans, Estates Analysis, Employee Benefit Plans 
THE CANADA LIFE ASSURANCE COMPANY, 830 UNIVERSITY AVE., TORONTO 


JAMES B. RUSSEL, B.A., B.Com., C.L.U. 
Estate Planning 


SUN LIFE OF CANADA, 60 VICTORIA ST., TORONTO 


J. MILTON BROWN _ J. ROGER FLUMERFELT 
Chartered Life Underwriters 


GROUP BENEFITS BUSINESS INSURANCE ESTATE PLANNING 


LONDON LIFE INSURANCE COMPANY 
200 St. James St. WEsT MONTREAL, QUE. 


SAMUEL LITWIN, C.L.U. 
Estate and Business Insurance Analyst 
SUN LIFE OF CANADA 


Sun Lire BumLpInc MONTREAL, QUE. 


ELDER, DONALDSON & CROFTS 
Chartered Life Underwriters 


CREATIVE ESTATE ANALYSIS BUSINESS LIFE INSURANCE EMPLOYEE BENEFITS 


Licensed with The London Life Insurance Company 
25 Kinc Sr. West Toronto, ONT. 


Blank, per 50 of either .. $1.00 
Inventory 


Blank, per 100 of either.. $2.00 
and 
Available in English or French 


Liability in blank only. 
Certificates 


Postage or express collect 


THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 
69 Bloor Street East, Toronto 5, Ontario 














Moffats, 
leading 
Canadian 
appliance 
manufacturer 
chooses Friden 
J ... because 
Friden does more 
operations without 
operator decisions than 
any automatic calculator. 


FIGURES FASTER 





| Sales and Service across Canada 


Machine and the Man-Age 


The Friden Automatic Calculator you see above is a truly 
marvellous machine. Under direction, it can add, subtract, 
multiply and divide, compute decimals—all with the highest 
degree of speed and accuracy. The Friden gives accumulated 
totals or individual answers, and clears automatically after 
each calculation. 


You'll notice we said ‘“‘under direction” . . . and that’s 
where the man-age comes in. For we live in a wonderful 
man-age, where man does the thinking and machines like 
Friden do the work. 


The gentleman with the Friden, Mr. H. F. Grundy of 
Moffats Limited, uses his Friden to plan and carry out 
market analyses and production planning. Mr. Grundy has 
to evaluate countless data—and accuracy and dependability 
are essential. As Mr. Grundy says, “In this one machine I 
get all the qualities I need. My Friden is worth more to me 
than a whole staff of assistants.” 

Find out for yourself what Friden can do. Write or 
phone for a remarkable 15-minute demonstration. No 
obligation of course. 


JOSEPH McDOWELL SALES LTD. 


/1522B 


| CANADIAN DISTRIBUTORS, 992 BAY STREET, TORONTO. 














CANADA LIFE 
ILA CLL) 
its Estate Service Division 











For many years this Division has served members 
of the accounting profession in detailed analysis 

of the numerous complex problems, both personal 
and corporate, encountered in the estates of 

their clients. Many accountants have found this 

of assistance to them in the over all planning 

of their clients’ affairs. This service is available from 
coast to coast in Canada. 


Consult the Manager of the nearest 
Canada Life Branch. 


Estate Service Division Offices 





HALIFAX OTTAWA WINNIPEG 

Green Lantern Bldg. 150 Kent St. Electric Railway Chambers 
QUEBEC TORONTO CALGARY 

580 Grande Allée E. 330 University Ave. Lancaster Bldg. 
MONTREAL HAMILTON VANCOUVER 

505 Dorchester St. W. 1 Markland St. 640 West Hastings St. 





” C7 tssurance Company 


GO6754A HEAD OFFICE: 330 UNIVERSITY AVE., TORONTO 


